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 What is JAMIP?

The Joint Financial Management Improvement Program (JEMIP) is a joint and cooperative
undertaking of the U.S. Department of the Treasury, the General Accounting Office, the Office of
Management and Budget, and the Office of Personnel Management, workmg in cooperation with
each other and other agencies to improve financial management practices in government. The
Program was given statutory authorization in the Budget and Accounting Procedures Act of 1950
(31 USC 3511(d)). Leadership and program guidance are provided by the four Principals of the
JEMIP--Comptroller General of the United States, Secretary of the Treasury, and the Directors of
the Office of Management and Budget, and the Office of Personnel Management Each Principal

designates a representative to serve on the JEMIP Steering Committee, which is responsible for the

general direction of the Program. The JEMIP:Executive D1rector, and.a program agency
representative (who serves for 2 years) are also on thé Steermg Comm1ttee o

The Program promotes strategies and gu1des fmanc1al management nnprovement across o

government; reviews and coordinates central agencies' activities and policy promulgatxons and acts ~'-.'\‘ 8

as catalyst and cleannghouse for sharing and disseminating information about good: ﬁnangal
management practices. - This information sharing is done through conferences.and other .+ *
educational events, newsletters, meetings with interagency groups and agency personnel and
through FinanceNet, an electronic clearinghouse on the Internet

n. “\‘.‘ .a

The JEMIP has worked on mteragency projects that developed a fmanc1al systems framework and

financial systems requirements. For the future JEMIP plans to assist Féderal agencies in improving

their financial systems through its Program Management Office. The Office will work on
developing and maintaining Federal governmentwide standard systems requirements documents,

software testing, outreach, and knowledgebase. The first target of opportunity for software testing is

core financial systems: The objectives of the Office are to develop systems requirements,
communicate and explain Federal and agency needs, provide agencies and vendors information to
improve financial systems, ensure that products meet relevant system requirements, and simplify the
procurement process.

Information on JEMIP can be found at its website at www.financenet.gov/fed/jfmip/jfmip.htm or
call (202) 219-0526.




“Foreword

This is a functional requirements document for guaranteed loan systems requirements. Functional requirements. for
direct loan systems are contained in a separate JEMIP requirements document. 'This is one of a series of functional
systems requirements documents published by the Joint Financial Management Improvement Program (]FMIP) on
Federal financial management systems requirements. e

All of the JEMIP Federal Financial Management System Requirements (FFMSR) series of documents should be
" considered together when determining how best to use information and supporting services to meet the financial
management needs of a Federal agency.

The FFMSR series addresses the goals of the U. S. Government Cthf Financial Officers’ (CFO) Council, the .

JEMIP, the Federal Credit Policy Working Group (FCPWG), and others, to promote the efficient management of

assets, and to improve financial management systems governmentw1de to provide useful finanicial information on’
 Federal government operations.

Agencies may develop additional technical and functional sYstem requirements as necessary to support uniqtie
mission responsibilities. Agencies must also develop strategies for interfacing or integrating guaranteed loan
systems w1th the agency’s core financial system

We want to take this opportunity to thank agency ofﬁcrals and others in the ﬁnancral guaranteed loans and other
program management communities who contributed to this document. We value their assistance and SUppOtt.

With continuing support such as theirs, we can confidently face the financial management challenges in the next. ;-

century.

Executive Director = '
March 2000
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'Int'roductitm

As the world’s largest and most complex enterpnse the U.S. Federal government faces tremendous challenges in,
the management of guaranteed loan programs. These enormous responsibilities.involve the management. of v bllllOl’lS
of dollars of resources, and pose tremendous. challenges as we raprdly approach the twenty-ﬁrst century

The Federal government has consistently recogmzed the i 1mportance of havmg hlgh qualrty ﬁnancral management
systems to support improvement of government operations and provide financial and related informationto .. ..
program and financial managers. In response, the JEMIP began the process, of deﬁnmg financial management
systemrequirements by pubhshmg the FEMSR series of requirements documents, begmmng Wrth the Core ;i\
Financial System Reqmrements document in ]anuary 1988. Since then ]FMIP has 1ssued several other pubhcatrons
in the FEMSR series. .

In addition to the basic JEMIP systems reqmrements documents several Federal orgamzatlons and agencres
recogmzed the need for a comprehensive document describing a variety of general systems requirements €.g.,
system integration, data stewardship, and internal controls. As a result, JEMIP pubhshed the Framework for
Federal Frnanc1al Management Systems document in January 1995. ‘

The Federal Financial Management Improvement Act (FEMIA) of 1996 mandated that agencies nnplement and
maintain systems that comply substantially with Federal financial management systems requirements, applicable
Federal accounting standards, and the U.S. Government Standard General Ledger (SGL) at the transaction level.

" The FEMIA statute codified the JEMIP financial systems trequirements documents as a key benchmark that agency
systems must meet, in order to be substantially in compliance with systems requirements provisions under FEMIA.
To support the requirements outlined in the FFMIA, JEMIP is updating publications which are obsolete and is
publishing additional requirements documents. The JEMIP Core Financial System Requirements document was
updated in February, 1999. This document is an update of the December 1993 JEMIP Guaranteed Loan System
Requirements document. ‘ ,

This Guaranteed Loan System Requlrements document is intended for guaranteed loan program financial systems
analysts; system accountants; and others who design, develop, implement, operate, and maintain financial
management systems. This includes buying or building systems. This document does not prescribe a single model
for Guaranteed Loan Systems because guarantee prograins vary greatly, the requireménts contained in this

~ document are applicable only to the extent that they support the operations of the individual systems. The ptimary
purposes for this update are to reﬂect .

* changes in statutes, regulations, and technology that have occurred since the document was originally
published in December 1993, e.g., passage of the CFO Act of 1990, and FFMIA of 1996;

s changes brought about by the National Performance Review (NPR) ; and
* increased availability of commercial off-the-shelf (COTS) software packages.

The CFO Act strengthened the government’s efforts to improve financial management by:

* assigning clearer financial management responsrbrlmes to senior ofﬁcrals
. estabhshmg new financial organizations; and
* requiring enhanced financial systems, audited financial statements, and improved planning.

The Government Performance and Results Act (GPRA); Government Management Reform Act (GMRA);
FEMIA; and others further enhanced these responsibilities and requirements.

The Secretary of the Treasury; Director of the Office of Management and Budget and Comptroller General of the
United States established the Federal Accounting Standards Advisory Board (FASAB) in October 1990, to

Guaranateed Loan System Requirements ' ’ ' : 1



Introduction_

rccommcnd Fedcral accountmg principles and standards In October 1999 FASAB was dc&gnated by the _ |
American Institute of Certificed Public Accountants (AICPA) as the accountmg standards-setting body for the = !
Federal government. FASAB promulgates accounting standards through issuance of its Statements of Federal © - L
Financial Accounting Standards (SFFAS) and other documents such as mterprctatlons Morc mformatxon on 5
FASAB can be found on the websuc WWW. ﬁnancenet gov/fcd/fasab |

Increasmgly, mtcgratcd ﬁnanc1al managcment systcms are necessary’ to' support program managers; ﬁnanc1al e T
managers, budget officials, and others simultaneously. Data and information supplied by systems to these
individuals are expected to béaccurate, timely, and consistent across organizations, agencies, and the Federal

- government. Systems and dita are sharcd more and more by multiple organizations, agcnc1es, etc., Wlth common"'
needs.

i 4 m l
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Federal Finan_ci‘al'Management_rramework

This document provides hrgh level funcuonal requrrements for guaranteed loan systems that Wll.l provrde the
capability for financial managers and others to control and account for - guaranteed loan program assets, liabilities,
and resources as defined in governmentwide and agency specific. statutes, regulatrons and gu1dehnes Appende A
is a listing of statutory and regulatory references. This document is one component of a broad program to improve
Federal financial management which involves the establishment of umform requlrements for financial mformatron
financial systems, reporting, and ﬁnancral organizations, o :

As shown in Illustratlon 1, standards and systems reqmrements assist agencres 1n developmg effecnve and efﬁcrent
systems and provide a common framework so that outside vendors or in-house programmers ¢an provide software
more economically. Each agency should integrate its unique requirements with these governmentwide standard
requirements to provide a uniform basis for the standardization of financial management systems as requrred by the
CFO Act of 1990, FEMIA of 1996, and others : .

Financial management systems in the Federal government must be desrgned to support the vision articulated by the
government’s financial management community. ‘This vision requires financial management systems to support the
partnership between program and financial managers and to assure the mtegnty of mformatron for decision-making
and measuring performance This mcludes the ability to: :

. collect accurate, tirnely, complete, reliable, and consistent information;
* provide for adequate agency management reporting; | |
* support governmentwide and.agency-Wide policy decision-making;

* support the preparation and executron of agency budgets; -

* facilitate the preparatron of financial statements and other ﬁnancral reports in accordance Wlth cheral
accounting and reporting standards; -

» provide information to central agencies for budgeting, analys1s and governmentwrde reporting, mcludmg
consolidated financial statements; and -

* providea complete- audit trail to facilitate audits.

In support of this vision, the Federal government must establlsh governmentw1de financial management systems
and compatlblc agency systems, with standardized information and electronic data exchange, to support program
delivery, safeguard assets, and manage taxpayer dollars.

It is critical that financial management systems plans support the agency’s mission and programs, mcludmg planned
changes to them, and that financial management systems plans are incorporated into the agency’s plans for
information technology infrastructure and information systems as a whole. Further, systems design efforts should
include an analysis of how systems improvements, new technology supporting financial management systems, and
modifications to existing work processes can together enhance agency operations and improve program and
financial management. Reassessing information and processing needs and redesrgmng processes procedures, and
pohcres are essentral Steps to meetmg user needs : ,

Integrated Financial Management Systems

Financial management systems must be designed with effective and efficient interrelationships between software,
hardware, personnel, procedures, controls, and data contained within the systems. To be integrated, financial
management systems must have, as a minimum, the following four characteristics:

Tt

o

T

Litdaredig i ll
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Federal Financial Management Framework

Financial System Improvement Projects
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Federal Financial Management Framework

- standard data class1ﬁcat10ns (deﬁmtlons and formats) estabhshed and used for recordmg financial events
* common processes used for processmg similar kinds of transacttons :
* internal controls over data entry, transaction processing, and" reportlng apphed cons1stent1y, and

o2 des1gn that ehmmates unnecessary duphcauon of transaction entry

The fmanc1al management systems policy ¢ descrlbed in OMB Circular A-127 Fmanc1al Management Systems
requires that each agency establish and maintain a single integrated financial management system. Without.a smgle,
integrated financial management system to, ensure timely and accurate financial data, poor policy decisions are more
likely to occur, due to inaccurate or usitimely information; managers are less likely to be able to report accurately to
the President, the Congress, and the public on government operations in a timely manner; scarce resources are.
more likely to be directed toward the;collection of information rather than to delivery of the interided programs
and modifications to financial management. systems necessary to keep pace with rapidly changing user requirements
cannot be coordinated and- managed propetly. The basic reqmrements for a smgle mtegrated fmanc1a1 .
management system are outhned in OMB Crrcular A-127: SRR

Having a smgle mtegrated financial management system does not necessarily ‘mean having only one software
application for each agency covering all financial management systems needs.’ ‘Rather, a single, mtegrated finaricial
management system is a Unified set of financial systems and the financial portions.of mixed systems encompassmg
the software, hardware, personnel, processes (manual and automated), procedures, controls; and data necessary to
carry out financial management functions, manage financial operations of the agency, and report on the agency’s
financial status to central agencies, Congress and the pubhc

Unified means that systems are planned and managed togethér, operated in'an integrated fashion, and linked

together electronically in an efficient and effective manner to provide agencywide financial system support necessary '

to carry out the agency’s mission and support the agency’s financial management needs

Integratron means that the user is able to have one view mto systems such that, at whatever level the mdrvrdual is
using the system, he or she can get to the information needed efficier tly and effectlvely through electromc means
However, it does not mean that all mformanon is physrcally located’ 'in the same database. - CRn

Interfaces, means that one system feeds data to another system followmg normal busmess/transactlon cycles such as
salary payroll charges recorded in general ledger control accounts at the time the payroll payments are made.
Interfaces may be acceptable as long as the supporting detail is maintained and accessible to managers. In such
cases, interface linkages must be electronic unless the number of transactions is so small that it is not cost-beneficial
to automate the interface. Easy reconciliations between systems, where mterface linkages are appropnate must be
maintained to enstire-accuracy of the data. : : : ‘ : .

To develop any mtegrated information system it is crmcal that senior systems analysts and systems accountants
identify: : :
* the scope of the functio'ns to be supported (prOcesses), o . o s :
* how data quahty will be assured (data stewardship), B v
~+. the information to be processed (management mformatton),
* how systems fit together to support the functions (systems architecture), and

* safeguards needed to ensure the integrity of operations and data (internal control).

Guaranateed Loan 'System Requirements ’ 5
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Federal Fin ancial Man zi"‘g_e’fmbhft Framewark

. All of these pieces must be brought togetherina ‘ Integrated ‘Model for = .
" model such as the one shown in Illustration 2. R Federal Informatlon Systems
These pieces must work together to forman . . 3

efficient integrated information- ‘system. A change .
to any part of the model will require : ‘
determination of the implications on other parts
of the model. For example, a new reporting
requlrement may requn‘e changes throughout the
entire model I ~ -

Agency Flnanctal Management Systems
Archltecture

" Management

o Systems
"Informatlon -

. Architecture

Agency financial managemcnt systems are
information systems that-track financial events

and summarize information to support the ...

mission of an agency, provrde for adequate ;
‘management reporting, support agency level .
policy decisions necessary to catry out ﬁduc1ary
responsibilities, and support the preparation of o TR
audttable ﬁnancral statements o o iustration 2

_ Intemaigont 10!

Agency financial. management systems. fall nto four categorles

e core ﬁnancxal systems, - _
-+ other ﬁnancral and mixed systems mcludmg guaranteed loan systems

. shared systems and

. departmental executxve‘mformatlon systems (systems to prov1de management mformanon to all levels of
management) , )

These systems must be lmked together electromcally to be eﬁ’ecuve and efficient. Summary data transfers must be
provided from agency systems to central systems to permit summarles of management mformatlon and agency.
ﬁnanc1a1 performance 1nformat10n ona govemmentw1de basis. - ‘ :

Subject to governmentwide pohcres the phys1cal conﬁguranon of fmanc1a1 management systems including issues’
of centralized or decentralized activities, processing routines, data, and organizations, is best left to the
determination of the agency, which can determine the 0ptima1 manner in which to support the agency mission.
The physical design of the system, however, should consider the agency’s organizational philosophy, the technical
capabilities available, and the most appropriate manner to achreve the necessary smgle mtegrated ﬁnanc1a1
management system for the agency. L :

The agency systems architecture shown in Tllustration 3, provides a logical perspective identifying the relationships
of various agency systems types. Although this does not necessarily represent the physical design of the system, it.
does identify the systems types needed to support program delivery/financing and financial event processmg for
effective and efficient program execution.

T T T T e e T TR T
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Federal Financial M'an_a‘?glem,ent_ Framework. |

Guaranteed Loan Systems ;

As shown in Illustrauon 3, guarantecd loan systcms are‘an mtegral part of thc total ﬁnancml managemcnt systcm

~ for virtually all Federal agencies. “Guaranteed loan systems support programmatic objectives and interact with' core

~ financial systems to yalidate funds avallabﬂlty, update budget execution data; record recelvablcs and collcctxons and
process d1sbursements - : . :

Agency Systems Architecture

Seize'd/ |
Forfeited .-

| Guaranteed i

tem. Human Reseurces/ NG
oo Pyl N
System

Benefit Payment‘ ‘
System

Insurance Claim

bore Financial Non- IS
Financial i on-financial - -
System é';ggg:: Reporting Syst_ems L

System

Budget
Formulatnm
i System. .

. Inventory
System

 Property” " Revenue.
Management System
System , .

Acquisition
System

Departmentar ¢ necntive Information Sys 8% __

Wor_kstatien Support Tools

IIIustratiq'n 3
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Background

This chapter presents a brief history of Federal credit programs, describes the policies that affect Federal:credlt
programs, and defines the roles-and responsrbllmes of the Federal organizations involved in drrectrng, overseemg,
and nnplementmg credit programs, - : ‘

History

Federal credit programs provide benefits to certain borrowers or channel additional resources to certain sectors of
the economy. Examples of Federal credit programs’ include agricultural loans, small business loans, housing
mortgage loans, and student loans. There are two types of Federal loan programs: direct loans and guaranteed

 loans. In direct loan programs the Federal government makes a direct disbursement to an approved borrower, and |

services and collects the loan. Guaranteed loan programs utilize private sector lenders to originate and service loans,
with all or a portion of the accrued i 1nterest and outstandmg balance of the loan guaranteed by the government in
case of borrower default.

Federal credit programs generally are costly to the government because they prov1de more favorable terms to
borrowers than are available from private lenders, often lending to individuals and businesses who cannot obtain
private financing. Although the government has chosen to carry out these inherently risky loan programs in order
to achieve social purposes, efficierit and effective management can minimize losses. Financial systems are a key
element in achieving this goal. Fintancial systems are especially critical to-implementing the requirements of the
CFO Act of 1990 as amended, including measures of program performance and financial statements, and the

" FCRA of 1990, which sets up new procedures to budget and account for credit subsidies and loan assets and
habrhtles : ‘ e ‘

Pollcy

| The pohcres govermng credlt programs and fmancral systems that affect guaranteed loan systems are hsted in
Appendlx A . ,

Roles and Responsibilities of Departments and Agencies

This section identifies the key orgamzanons in the credlt management community and the roles they play in
managing Federal credit programs. .

Office of Management and Budget. OMB is responsible for reviewing legislation to establish new credit

programs or to expand or modify existing credit programs, reviewing and clearing testimony pertaining to credit

programs and debt collection, reviewing agency budget submissions for credit programs and debt collection

. activities, formulating and reviewing credit management and debt collection policy, and approving agency credit
~ management and debt collection plans :

Department of the Treasury. The Department of the Treasury, through its FMS, is respons1ble for monitoring
and facilitating implementation of credit management and debt collection policy. FMS develops and disseminates
as a supplement to the TEM operational gmdehnes for agency compliance with Government-wide credit
management and debt collection policy. FMS assists agencies in improving credit management activities and
evaluates innovative credit management practices. :

8 , ‘ - Guaranteed Loan System Requirements
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‘B‘ackgwr'ounq‘ | [&

Federal Accounting Standards Advisory Board. The FASAB was established in October 1990, by the
Comptroller General, the Director of OMB, and the Secretary of the Treasury. The Boird exists through a*
memorandum of understandmg among t these three pr1nc1pa1 Federal executives. In‘October 1999, FASAB Was
designated by the AICPA as the accounting standards-setting body for the Federal governmient. FASAB ) :
promulgates accounting standards through issuance of its Statements of Federal Financial Accountmg Standards ' :
(SFFAS) and other documents such as interpretations. More information on FASAB can be found on the website: i
WWW. ﬁnanccnet gov/fed/fasab

Accountmg and Audmng Policy Commlttee The Accountmg and Audmng Pohcy Commxttee (AAPC) isa
permanent FASAB committee established to improve Federal financial reporting by ass1st1ng in'providing nmely
guidance to prepares and auditors of Federal financial statements. The AAPC receives issues from numerous
sources related to three toplcal areas: Statement of Federal Financial Accounting Standards (SFFAS), OMB’s Form
and Content; and audit issues; and recommends gmdance The AAPC has established a credit reform task force -
composed of members of Treasury, GAO, OMB; and representatives from all the credit agencies to'address all
accounting, ‘auditing, budgeting and reportmg 1ssues encountered by agenc1es sub]ect to the F CRA of 1990

65 SIS 10 s o

Federal Credit Policy Working Group. The Federal Credit Policy Workmg Group (F CPWG) is an mteragency
forum that provides advice and assistance to OMB and Treasury in the formulation and nnplementatlon of credit
policy. In‘addition to OMB and the Department of the Treasury, membership inicludes the Departmenits of
Agriculture; Commerce; Education; Health and Human. Services; Housing and Urban Development; Interior;
Justice; Labor; State; Transportatron and Veterans Affa1rs the Agency for International Development the
Export Import Bank the Resolunon Trust Corporatlon and the Small Busmess Admxmstratlon :

B i o

Agencies. Fach agency is respons1ble for managmg its own' credlt act1v1t1es in accordance Wlth its statutory ,
authorities and the provisions of OMB circulars and other policy guidance. OMB Circular A-129, Appendlx A
outlines the specific functions of the agencies in relation to credit management ,

Guaranteed Loan System Requirements _ ‘ 9



§y‘stfemnverview

This chapter prov1des an overview of guaranteed loan system requrrements The comple)nty, d1vers1ty, and size of
the Federal guaranteed loan programs place unique demands on managers of guaranteed loan program operations.

~ The constantly changing requirements of guaranteed loan programs has led management to look not only at the |
functional capabilities of guaranteed loan systems, but also the managerral environments in wh1ch these systems are
supported and/or operated

All guaranteed loan systems that are being designed and implemented, or are in use, must operate in accordance
with laws, regulations, and judicial decisions. It is the responsibility of .each agency to-be knowledgeable of the
legal requirements governmg its human resources and. payroll operatrons 3 B ‘ .

This. document 1dent1ﬁes functional requlrements for guaranteed loan systems Although the document may be
used when developing new guaranteed loan, systems, or improving or evaluating current systems, the document
does not provide a specific model for. such systems, Functional requirements not mandated by law, regulatron

directive, or judicial decision must result in cost-effective systems that are in the i interest of the government All .
possible alternanves for meetrng the requirements should be considered. o '

:Funcnonal requ1rements of the Federal government’s guaranteed loan systems can be segregated into two general
categories, mandatory and- value added Followrng are definitions for these two categorres of requ1rements

mandatory Mandatory requrrements descr1be what the system must do and consists of the minimum
acceptable functionality, necessary to establish a system, or are based on Federal laws and regulations.
Mandatory requirements are those against which agency heads evaluate their systems to determine substantial -
: comphance with systems requirements under the FEMIA. These reqmrements apply to exrstmg systems in
operation and new systems planned or under development. -

value-added - Value-added requirements describe features or characteristics and may consist of any
combination of the following: (1) using state of the art technology, (2) employing the preferred or best
business practices, or (3) meeting the special management needs of an individual agency. Value-added,
optional, and other similar terminology may be used to describe this category of requirements. Agencres should
consider value-added features when Judging systems options. The need for these Value added features in agency
systems is left to the dlscretron of each agency head S ¥,

Wrthm this document, reqmrements are specifically identified as mandatory or value- added Federal agenc1es must

carefully determine whxch value added requirements are necessary for each credit program

Value- added or optional reqmrements are discussed at various pomts throughout the document The burden of
demonstratmg that value-added or optional functions are cost effective and clearly in the interest of the government
rests with agency heads. Further, each agency must develop an efficient, effective, and economical strategy for
interfacing or logically i integrating its guaranteed loan systems (or subsystems) Wlth other systems (or subsystems)
that provide information to, or utilize information, from standard guaranteed loan systems.

The data in these opnonal processes must be consistent with standard guaranteed loan systems that contain the

 official records for the agency. Distributed processing and small end-user computers greatly increase the need for
agency-wide strategic planning for information resources. ' Incompatible data in separate files or systems can
prevent, or make difficult, the mtegratlon of data to generate the information required by management.

The remainder of this chapter prov1des information based on the following three categories:

* Summary of Functions - presents a high-level description of the functions that are supported by guaranteed
.. loan systems.

* Relationships with Other Systems descrrbes how guaranteed loan system interact wrth other systems.

10 ) } 'Gu‘a’r_anateed Loan System Requirements
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* Data Requirements - discusses the types of data needed to perform the various functions of a guaranteed loan

‘system.

Summary of Functions

Sys_tema(lvervievw'

Illustration 4 shows the functions of guaranteed loan systems "The following is a brief description of the’ ma]or |

functions of a guaranteed loan system. The functional requirements chapters prov1de d detailed descnptlon of each

function, including the lower level processes within each function.

Lender ]Munagemmt

The Lender Management function
supports analysis of lenders’ program
eligibility and monitors lender
performance to ensure that only -
qualified and financially sound
lenders participate in Federal
guaranteed loan programs. The
processes within the Lender
Management function include the
Lender Eligibility process and the
Lender/Servicer Monitoring process.

Guarantee Extension and Maintenance

.The Guarantee Extension and
Maintenance function supports the
accounting and documentation
requirements for the evaluation of
the guarantee request, the extension
of the guarantee by the Federal
agency, and the monitoring of the

guarantee. The processes within the

-Guarantee

Extension and Maintenance function

are the Guarantee Request -
Evaluation process, the Guarantee
Origination process, and the
Guaranteed Loan Mamtenance _
process. .

Portfolio Mpmugement

The Portfoho Managcment function
supports the management and

- Guatanteed Loan System Overview

{ Core Financial
System

Guaranteed
Loan System

Lender -
- Management:

LLLL T

Cred it I
Information
Sources

Guarantee
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and Maintenance
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o s rrsrrisdsi
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Illustration 4

evaluation of the guaranteed loan program and its portfohos of outstanding guaranteed loans and acqmred loans.
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System-Overview: -

The processes within the Portfoho Management functron are the Portfoho Management process and the Program
Fmancmg process.

Acquived Loan Servicing

The Acquired Loan Servicing function encompasses the procedures for default claim review and payment in-
accordance with guarantee agreements and regulations, as well as the invoicing and collection procedures for
acqurred loans and the foreclosure and liquidation of property for collateralized loans acquired by the government.
The processes within the Acquired Lodn Servicing f functron are the Claim Processmg process, the Account Status
Maintenance process, the Foreclose on Collateral procéss, and the Manage/quurdate Collateral process. '

Delmqumt Debt Collection |

The Delinquent Debt Collection functron includes the recovery of dehnquent debt through the use of dunmng
letters, offset programs ‘colléction agencies, garnishimént of non Federal wages, litigation, and thé termination of
collecuon action on uncollectible debt. It also includes the foreclosure and liquidation of property for collateralized
loans acquired by the government. The processes within the Dehnquent Debt Collection functron are: Collectron
Actions-and Write-offs and Close outs..

Treasury Cross;SerVicing o

Cross-servrcrng occurs when Treasury’s Financial Management Service (FMS) ora. Treasury desrgnated debt
collection center provides debt collection services for other Federal agencies. The processes within cross-servicing
are: Identify Accounts Selected, Monitot’ Accounts Referred to the Debt Collectlon Center, and Support an
Agency’s Request to Cross Service. - : o

Other Rzp'orting Requiremmtsv- - ‘

This chapter provides requrrements for two types of reportrng " Transaction Hrstory and External Reporttng
Requrrements : A : g , ; -

Relatronshrps wrth Other Systems

The guaranteed loan system must be capable of mterfacmg w1th other ﬁnancml management systems. A brief
description of some of the systerns Wthh 1nteract with the guarariteed loan system is provrded below.

* The guaranteed loan system interacts w1th the core ﬁnancral system to perform fund control checks, initiate
or record payments, and record the results of other guaranteed loan-related financial transactions, and’ '
acknowledge receipt of financial information exchange. The Guaranteed Loan system must be able to
perform automatic system balancrng This system: balancmg must ensure that-guaranty loan patthers -
involved in a financial information exchange agree on transaction numiber and dollar values passed, .
processed, and rejected. The automated system balancing will include cumulative subsidiary account

~ balancing to the general ledger. This automated system balancing ensures that guaranty loan partners reflect
the same picture of valid transactions over a specified period of time, normally a month. The Guaranteed
Loan system must be capable of supporting Managerial Cost Accounting and credit subsidy re-estimates.

* Guaranteed loan programs and direct loan programs have common processes for managlng receivables.
Defaulted guaranteed loans acquired by the government are serviced and collected iri a manner similar to
direct loans. Therefore, an agency with both direct and guaranteed loan programs may have a direct loan
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System Overview

TR

system and guaranteed loan system that share system capabilities related to collecting delinquent:debt:: If an -
agency acquires property serving as collateral on a defaulted guaranteed loan, the guaranteed loan system will
~ provide the property management system with the mformatlon needed to manage and hqurdate the
= collateral - : . :

i

System Inteiface Functioning Verification

A team independent of the development organization will perform all verifications to ensure the guaranty loan
system is capable of interfacing with other financial management systems. Verifications should include. the
followmg

. Intersystem tesnng Wlll take place to ensure the guaranty loan system can process mcommg and outgomg
data to other interfaces for the guaranty loan program.: This testing will ensure the guaranty loan system can
accept data files, process them correctly; and transmit the necessary transactions to-other systems.

R

» All intersystem vendors involved with the testing will create and accept a comprehensrve test plan.

s Ateam lndependent of the development organization will review requirements, test plans and scenarros
‘monitor test execution, and ensure testing objectives are met.

b v e |

Li

* The team independent:of the development organization will work as partner in the development effort, .
- gaining system-specific knowledge while rev1ew1ng processes outputs and techmques to ensure comphance
with procedures and. quahty results SR ‘ e g

When issues arise, they erl be tracked through a conﬁguratron management (CM) tool and the resolutlons wrll be
included in testing sign-off documentation when resolved. Rev1ew other than test execution will mclude ata.
minimum the followmg :

. Requrrements Traceabrhty Matrrx The system shall be able to demonstrate that all development
 requirements are incorporated into the final system output through the use of requirements traceablhty
matrices. These matrices shall be submitted with the Prehmmary Design Document and should be updated
with each subsequent step in the enhancement effort (i.e., requirements should be traced through the *
Prehmmary Design, Detailed Design, specifications, test plans and test results) :

¢ Functional Requirements Document - The system shall perform work needed to accomphsh the specrﬁed
outcomes, achieve or exceed the specrﬁed performance standards record and reconcile money, and track
report acnvrty :

. Detarl Des1gn Document - The detail desrgn shall fully consider requlrements for hardware, software,
integration with other systems, secur1ty, telécommunications, data management, manual procedures
QA/QC, auditability, and capacity planning and management. It should document the design in
system/subsystem specrﬁcatrons program specifications, and database specifications.

* System Specrﬁcatlons System/Subsystem specifications, program specifications and database specrﬁcatrons ‘
should all be included within the Detail Design Document. Specrﬁcatlons should mclude at a minimum
flowcharts, Input/Output processrng, and file layouts.. -

» Manual Procedures - All system modifications or maintenance changes shall be mcorporated mto manual
procedures and functions as necessary to keep the procedures up to date. System testmg shall ensure that all
related manual procedures perform according to system requrrements :

" Guaranateed Lua‘n System Reguirements ‘ ‘ ’ 13



System Overview

Post Implementation Testing ..

After the system is implemented, transactions should be reviewed to make sure that transactions are processing
correctly and the data being produced is reliable. This testing will be conducted with actual production data, and
will be done with the team independent of the development organization verifying expected results. In addition,
whenever possible, daily, monthly, quarterly and fiscal/calendar year-end reports should be reviewed prior to
dissemination to ensure that the data has updated correctly. ' : |

Conﬁgumtioﬁ Management (CM)

The guaranteed loan system must use configuration management that will establish and maintain the security-and

integrity of the guaranty loan system throughout its development life cycle. ‘A comprehensive CM must provide all -
project team members with-a consistent level of understanding of the system engineering process, maintain systems

stability, and reduce technical risk associated with the development effort.

Data Requirements

- The guaranteed loan system stores, accesses, and/or updates seven types of data. In this document, a grouping of

related types of data is referred to as an - information store. The term information:store (rather than database or
file) is used to avoid any reference to the technical or physical characteristics of the data storage medium.  Actual
data storage (physical databases and files) must be determined by each agency during system development and

- implementatiori‘based upon the loan program’s statutory requirements, and the agency’s technical environment,
- processing volumes, organizational structure, and degree of system centralization or decentralization.

This section defines the seven information stores, five internal and two external, and provides examples of the data
that make up each information store. o g S Co S

Infovmation Stoves in the Guaranteed Loan System | R . BN
The five information stores internal to the system are:

Lender/Servicer Information. This refers to data about the lender necessary to determine the eligibility and
creditworthiness of the lender financial information concerning the level of loans under the lender’s control; data
about the lender’s level of responsibility extending loans to borrowers both within the agency and outside the
agency; and the status of the various reviews performed on the lender. This information store includes the
following data: ' ’

Mandatory
* Lender/Servicer Application Data
* Lender/Servicer Review Data
“+ Approved Lender/Servicer Data
* Lender/Servicer Status
Guarantee Information. This refers to data about guarantee requests received by the agency. The amount of
information about each individual loan will vary depending on the loan’s size, the lender’s status, the statutory

requirements of an individual loan program and each individual agency’s policies. This information store includes
the following data:

14 | Guaranateed Loan System Requirements




System Overview

Mpmplﬂtory

* Guarantee Data (e.g., lender, loan amount, guarantee level, loan status, subsidy information, interest rate,
and loan terms) ' -

* Collateral Data (e.g.; appraised value, status) (Mandétory unless specifically eﬁé&lﬁaed by program
requirements : . SRR

* Borrower Data (e.g., borrower’s name, address, social sccﬁrity number (SSN) or taxpayer identification -
. number (TIN), financial data) S

* Guarantee fees due and/br collected

Value-Added
* Rejected Guarantee Data (e.g., lender, reason for rejection)

Claim Information This refers to data about a lender’s claim for payment from the governmént on a defaulted
loan under the guarantee agreement. This information store includes the following data: - :

Mandatory
* Claim Application Data
* Claim Status
Acquired Loan Information. This refers to data associated with a defaulted or delinquent Joan guarantee that has

been acquired by the agency. This store will include all loan information plus other data required for loan servicing
and collection activity. This information store includes the following data: o :

Mandatory
* Acquired Loan Data
* Acquired Loan Status
* Acquired Loan Collateral Data
* Payment History

Program Criteria. This refers to decision-making criteria used by system functions and based on statutes,
regulations, and policies for the guaranteed loan program. This information store includes the following data:

| Mandatory |
* Lender Eligibility
* Lender Financial Rating ,
* Portfolio Evaluation - s ' ' ' :
* Creditworthiness (Mandatory unless specifically excluded by program requirements)
* Borrower Eligibility
* QGuarantee Fees

* Fee Penalty

Guaranateed Loan System .Requirements . 15
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System Overview

« Chim Application Evaluation

« Invoicing B

* Receipt Application Rules

* Debt Collection

» CAIVRS Referral

* Credit Bureau Reporting

* Treasury Offset Referral

* Collection Agency Selection

* Litigation Referral | )
» Write-off !

Value—Added
* Close-out
* Loan Sale

Information Stoves External to the Guavanteed Loan System

- The two information stores external to_the system are:

Core Financial System Information. This refers to information for performing funds control checks, initiating or .

recording payments, and recording the results of other guaranteed loan financial transactions. This information
store includes the following data: : ‘

Jl{[ﬂnddw?y
+ Budget Execution Data
* Receivables
+ Disbursement Data
* Collections/Receipts
» Administrative Costs
* Principal and Interest Data
. Acquired Asset Data
~» Collateral

External Organizational Information. This refers to information coming from outside the agenty into the
guaranteed loan system. This information store is composed of the following types of data:

Mandatory _
* Lender Rating Data

* Treasury Interest Rates

;
j
%
|
|
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System Overview -

» SF- 115 1’s (Non-Expendlture Transfer Authorrzatlon) and SF 108 1’ (Voucher and Schedule of W1thdrawals
and Credits) ' . S .

. Loan Status K
e Sale Approval ‘
* Collection Activities and Results '

B

< s o

. Wrrte oft Approval

. Foreclosure Data

Value-Added ‘
o Sale PrdCeeds .

I

Rzlpmomhip of Inﬁ)rmatzon Stores.

Tllustration 5 depicts the relat10nsh1ps between the loan system information stores descrlbed above and the
- processes within each functlon which access or update those information stores :

it ibe A S S
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Introduction to Fu'nctional Requirements |

This chapter describes the functional reqmrements fora guaranteed loan system. The. followmg functions should be

supported by the system

. Lender Management

e Guarantee Extension and Maintenance

* Portfolio Management

« Acquired Loan Servicing

* . Delinquent Debt Collection
« Treasury Cross Servicing.

‘» Other Reporting Reqmrements

The functional reqmrements identified define the typical processing and data requirements for federal guaranteed

loan programs except some international programs, such as lending to sovereign nations. These requirements do

not include specific or unique requirements of individual guaranteed loan programs. Agenciés may determine that it

is not practical to fully automate all functions based on factors such as loan volume, operating environment,

statutory requirements, and costs. Agencies also may decide that one or more of the guaranteed loan functions may

be best performed by an outside agency or contractor. Accordingly, it will be’ necessary for agencies to make

adjustments to adapt to the
requirements to meet their specific
program and system requirements.

The internal management information
requirements identified throughout
this document are those required to
establish credit management and
financial reporting systems that are
in compliance with the standards
provided in OMB Circulars A-34,
A-123, A-127, and A-129. ;
Agenc1es systems shall be capable
of satisfying the reporting require-
ments of OMB and Treasury,
including those associated with the

Federal Credit Reform Act of 1990 -

and the CFO Act of 1990.

For each function, the narrative is
supported by’ dlagrams showmg the
relatlonshlp between processes and
activities and the flow of information.
These diagrams are conceptual in
nature; they do not imply any -
phys1cal structure of systems. The
diagrams use conventions adopted

to ensure COIlSlStCI‘lcy of PI‘CSCl‘ltaﬂOI'l

Explanations of icons used in the
illustrations are explamed in
Illustratlon 6.

B vttt

Explanatlon of Icons Used in the IIlustratlons

ﬂ@QQH

—_—

Indicates either a process (in the function
level diagrams) or an activity (in the process -
level diagrams).”

Indicates an entity external to the agency.

Indicates a system external to the loan system. Many of the loan system

_processes have an interface with the core financial system. On the diagrams,

the core financial system is divided into parts which correspond to the functional
requirements in the Core Financial System Requirements

Represents an appl'icant,'_borrower or purchaser as indicated in each illustration

Indicates an information store. At the function level, the
name of the information store'is displayed. At the process
level, the data within the mformatlon store is displayed.

Indicates a document - :

Indicates dataflow in oral, electronic, or paper form. The

“direction of the ar’rowhead indicates the direction of the flow.

Illustration 6
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Lender Management

Effective lender managcment is cntrcal 1f thc govcrnment is to ensure the’ avarlablhty of credit to ehglblc borrowers
and use private sector expertise while protecting the government’s interest and minimizing the government’s risks.
Effective lender management ensures that lenders adhere to agency-specific financial, program and pcrformancc
requirements as well as govcrnment-wrde statutory and regulatory requlrements

(}encralliequhmxncnts

This section provides the government-wide functional requirements for the Lcndcr Managcmcnt function of 2
guaranteed loan system. Illustration 7 provides an overview of the Lender Managcment functron As shown the
Lender Management functton consists of the following major processes: : , :

« Lender Eligibility Proccss, and

 Lender/Servicer Monitoring Process.

Overview of the Lender M‘a_nagem‘e’nthunot'i‘On'

- Monitoring Notices
and Plans

Lender Application
and Approval

* . Loan
Infonnation

f ;f//////////////y,o’//// 77

—é s Len%er Ellglblllty
— _-. 'Process
7’ ‘.

ITIILY o I :

Lender

LenderlServucer
: Monltonng Process

NI

\\\\'\

NN

Information

nsorma lon . . Financial :
ources - © : ; System

Program

Criteria - - [+

lllustration 7
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Lender Management

Guaranteed loan management starts with ensuring. that only financially sound, qualified lenders participate-in .
guaranteed loan programs. The Lender Eligibility process is comprised of processing lender applications,’ -
evaluating eligibility, approving services; and establishing a lender agreement with accepted lenders. Lender
application data is recorded in the system for both approved and dlsapproved apphcatlons :

As shown in Illustration 8, the Lender Ehg1b1hty process consists of the followmg major activities:

* Process Lender Application,

* Evaluate Lender Ehgxblhty,

. Approve/ Dlsapprove Lender Apphcanon and’ R

* Establish Lender Agreement e L : S

Process Lender Application

This activity captures data about
the lender and the application for
participation in a guaranteed loan *

Lender Eligibility Process

program.
- An automated system'should: = - | ,4‘ ' , T oraer "
. P Lender " ' Agreement
Mandatory : v ‘ TR
; ‘ Information Sources :
e ™~ Cn'en'a T -
* Record and update lender Lender —| _ _RatingServices Notficaton
wnli 1 1 1 Eligibili Banking Regulatory Agencies| etter
application information, Chers —{ ~Other Crodt Agencies

ensuring that all required
data is present and valid

I T
/ Process - / Evaluate / Approvel /

(e.g., nine-digit numeric _ |7 IS Z
- Taxi ] ification: - - YT IR , g /4 Establish
Taxpayer Id_entlﬁ,canon St Application e % “Lender * s “Lehder " :D'i:ﬁz:’r"e Lender - % L
- Number (TIN )) ‘ ' : : % Application Eligibility / Application / Agreement 4
. Lo, ; " 5 2 7 F
¢ Document that any required : , iila v ¥ LI Ve LA /A
lender application fee has
Lender/Servicer
been received and calculatcd /" Receipt @
COI'I‘CCtly : Management Lender/Servicer
‘ Appllcatlon Data =
* Provide an automated Financial fe~-=- -
vSystem Lender/Servicer -
interface with the core’ T s [——
financial system to record N s i
Approved
the I‘CCClpt of any o : ‘ Lender/Servicer |«
application fee. i Data;
Evaluate Lender Eligibility
This activity determines the
lender’s eligibility to participate in llustration 8

federal guaranteed loan programs.
This determination is made by
comparing application information, recorded in the system in the Process Lender Apphcanon process, to

T
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Lender- Management

system-stored program lender eligibility criteria. These criteria should mclude agency ehgrblhty reqmrements as
well as OMB Circular A-129 and other government-w1de regulatory reqmrements .

An automated system should compare lender application mformauon agalnst
Mandatory

» Information on firms currently debarred/suspended from partlapatmg ina government contract or
delinquent on a debt to the government. R

K Informatlon concermng the lender’s financial credent1als from bankmg regulatory agenc1es ratmg servrces
o “and other 1nformat10n sources ‘

. Lender performance data. .
Valne- Added
* Qualification reqliirements for pririeipal officers and staff.
Approve/Disapprove Lender Applimtion
- This activity supports the final review and acceptance or rejection of each lender apphcatlon based on the lender’s
satisfaction of program lender eligibility criteria. For approved lenders, the agency must consummate an agreement
in accordance with the requirements defined in OMB Circular A-129
An automated_sys‘tem should: . |

Mandatory |

* Update the lender information store to reflect the agency’s decision on the lender application. '

* Maintain data on lender d1sapprova1s asan h1stor1ca1 reference to support effective monitoring of future
lenders. :

Value-Added

» Generate and electromcally transmit a notice to mform the lender of approval or dxsapproval of the lender’s
application. :

* Record text comments related to approval or disapproval of the lender application.

Establish LmderAgreemént {
This actrvrty formalizes the agency’s contractual relatronshlp with the approved lender through lender agreements
The agreements must state program requirements; lender and agency respons1b1ht1es due d1hgence ,m_andards
reporting standards, and loan servicer participation requirements. "
An automated system should:

Mandatory

* Record relevant data concerning the lender agreement

Guaranateed Loan System Requirements ‘ 23
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Lender Management:

+ Document that the lender agreement has been consummated by the agency and lender

* Provide a tracking mechanism to identify expiring agreements needlng renewal.

Value-Added -

Generate the lender agreement 'for signature by the lender.

This process monitors lender/servicer performance to ensure that both performance and ehg1b1hty requirements for

continued partrcrpatlon in guaranteed loan programs are met, and that corrective actions are implemented for

- lenders/serv1cers not in comphance Lenders transferring and/or assigning the right to service guaranteed . loans to a

loan servicer should use only servicers meeting applicable standards set by the agency. OMB Circular A-129

requires on-site reviews of lenders/servicers at least every two years to review performance and determine eligibility

for continued participation in the guaranteed loan program. Annual or special reviews should be conducted for
high volume lenders/servicers or lenders/servicers with poor performance. .

As shown in Illustration 9, the
Lender/Servicer Monitoring
Process consists of the following
major activities:

-Lender/Servicer Monitoring Process

* Monitor Lender/Serv1cer
Performance

* Support Lender/Servicer -
Reviews, and

Assess Corrective Action

Momtor Lender/S ewzcer
Performance :

‘This activity alerts agency
management to lenders/servicers
requiring review by comparing
system-stored review selection
criteria and other program criteria
to lender/servicer financial and
performance data. Agreements
between lenders and servicers must
specify that loan servicers must
meet applicable participation

* requirements and performance

standards. The agreement should . |
also spec1fy that servicers acquiring -

loans must provide any.
information necessary for the
lender to comply with reporting
requirements to the agency.
Lenders/servicers that are
considered high risks may be
placed on a watchlist.

Financial
Documents

Corrective

Action Plans

S—

INoncompliance)

¢ VAN
Watchlist
Notice

Notification of

Appeals and
Decision Notice

Lender/Servncer for Revnew Noncompllant Lenders

| WIS IS, ////// L7
Monitor Support b
Lender/Servicer| Lender/Servicer Correctlve 7]
Performance Reviews Y Action ]
AR 7/ 7/
8
/Prm Lender/Serwcer . a
w_a/ Information S
Financial Lender/Servicer | § Guarantee
Rating Criteria Review Data 13 Data
~ e =" . — ] ¥ . - . .
; i Approved Decommitment
Risk Rating pp " Funds
| Criteria g Le”d‘glast:“"cer_‘-—'— 'Management Deobligation
t—— - -k R MRecelptt, .
Portfolio ; : _Management _ Penalty Fee
Evaluation e o Lendg:gfsrv e le—— Core /
Criteria - - ) o Financial -,

System..~

lllustration 9

24

Guaranateed:Loan System Requirements




Lender Management:

An automated system should:

Mandatory
« Compare lender/servicer financial and performance mformanon against agency. portfoho evaluation criteria to
identify lenders/servicers for regular or specral review. ' : :

. Compute performance statistics for effective momtormg, mcludmg dehnquency rates, default rates, and claim
. rates. : _ ‘ :

e Compute a quanuﬁed risk for each lender/servicer. The r1sk is quantlﬁed by Welghtmg appropnate rrsk

factors (e.g., loan volume, delinquency rate, default rate) based on the correlatron between the risk factors L

and lender/servrcer performance

.. Compare the quantified lender/scmcer risk to risk ratmg cr1ter1a to assxgn a r1sk ratrng to each lender/semcer
(e.g., high, medium, low). vl

Vulue-Added |
'+ Enter high risk lenders/servicers on a;"pro'blem watchlist and generate a notice to e_ach .affected 'lender/servicer.
Support Lender/Servicer Reviews

This activity supports on-site reviews of lenders/servrcers to evaluate their performance agamst program standards
and requlrements Agencies should document review ﬂndmgs and submrt them to agency review boards

An automated system should
Jldﬂndatmy . B

. Prov1de historical performance mformanon on lenders and s serv1cers 1dent1ﬁed for review to the review, team
The preferred method is by electromc means.

'Value-Added

* Provide for schedullng and trackmg of the review team s activities.

. Document review results 1nclud1ng date of review, Name(s) of rev1ewer(s), and any deﬁmenmes and assoclated
explanatlons ~ : :

. Record text comments relevant to the rev1ew process

Assess Corrective Actz'o‘n .

This activity supports the assessment of correct1ve actions by the agency for lenders/servrcers in non- comphance
with program: requirements. - -For minor non- compliances; agencies and-the: lender/servicer should: agree on::
corrective actions. For serious and frequent offenses, the review board should assess penalties, which may mclude .
loss of guarantees, reprimands, probation, suspension, and decertification. OMB Circular 'A-129 requires agencies
to define the decertification process and establish timetables by which decertified lenders may apply for '
reinstatement.

frr

il W
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Lender Management

An automated system should:
Mandatory
* Update the status of lenders and servicers that do not comply with agency standards for continued program

participation, or do not correct deficiencies identified through reviews in a reasonable period of time.
- Provide data to support corrective action plans such as penalties and/or sanctions.

* Record penalties and/or sanctions imposed by the agency review board on those lenders or servicers found to

be in serious and frequent non-compliance with Federal program standards.
Vaslue-Added

* Generate a notice to ’iﬁfbrm the lender/servicer of a finding of non-compliance (electronically, where
appropriate), including any penalties or sanctions and the right to appeal. ;

* Document and track corrective action plans agreed to by the agency and the lender/servicer, including -
- proposed resolution dates, and update lender/servicer data to reflect any changes in status resulting from the
corrective actions. : a

* Document and track appeals received from the lender/servicer and agency appeal decisions and generate a
decision notice to the lender/servicer.

Collateral Requirements

There are no collateral requirements applicable to the Lender Management function.

Internal Management Information Requirements

Listed below are internal management information requirements for the Lender Management function. The
information should be available to agency credit program managers and designated internal review officials on a
periodic or on an as requested basis. This list is not an all inclusive inventory of internal information requirements
for the Lender Management function. Each agency must determine the specific management information needs
necessary to manage its credit programs based on the agency mission and applicable statutory requirements. In
order to support these needs, a system should provide a user-friendly query tool (preferably graphics-based) that
facilitates reporting rapidly on any required data elements. Agencies must maintain financial accounting
information at appropriate levels of summary for computational and reporting purposes. The main levels are:
transaction, loan history, risk category, cohort, and account. Each agency must also determine whether the
information should be provided on hard copy reports or through system queries.

The guaranteed loan system should provide at least the following types of management information:
. _Lendér 'Eligibﬂity‘Acti;rii:y.‘ This .,surrimat;yrpro.v‘idéksiihifo;métio»ﬁéiboﬁt! thcnumber of lendéi:~::;l‘ppﬁcatioh§ “
received, approved, and disapproved in a period. The purpose of this data summary is to monitor the lender
application activity of the agency and the disposition of the lender applications. :

+ Completed Reviews. This summary conveys the results of the lender reviews completed during the
reporting period. The summary describes any recommended actions resulting from the lender reviews.

B S

26 Guaranateed Loan System Requirements

i




* Lender Performance . This summary presents the overall performance of cach lender’s portfolio, including" 8
total losses across fiscal years. The purpose of this data summary is to identify lenders with consistently high
* default rates or other poor performance for agency review and evaluation.

* Exceptions. This summary highlights deficiencies in the lender management funetion. The data summary
should be generated periodically or on demand as needed.  An example of exception data is a listing of . -
lenders that are not in comphance with agency and statutory requlrements and that have not been penahzed
or decertified. - o o A . R A T Cae
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Guarantee Extension and Maintenance

Guaranteed loan commitments are recorded based on the approval of the request for the guarantee and the
 availability of subsidy appropriation and lending limits. Lenders/servicers are required to originate all their.

guaranteed loans in accordance with prudent lending practices.  Agencies are required to review and approve

guarantee requests from lenders, invoice lenders for the collection of periodic guarantee fees, and make interest

supplement payments to lenders as necessary.

‘General Requirements

This section provides the government-w1de funct10na1 requirements for the Guarantee Extensmn and Mamtenance
function of a gnaranteed loan system. , ‘

Ilustration 10 provides an overview of the Guarantee Extension and Mamtenance funcnon As shown, the

Guarantee Extension and
Maintenance function consists of
the following major processes:

. Guarantced. Request
Evaluation Process,

* Guaranteed Ongmatlon
Process,and -

¢ Guaranteed Loan
'‘Maintenance Process

In order to approve a guarantee
-request from a lender, agencies
“must verify the borrower’s
program eligibility and, -
creditworthiness; unless spec1ﬁcally

excluded by program requirements.
The extent to which an agencyis -

_involved in the loan origination
process largely depends on the
responsibilities established for each

lender level. Many loan programs

have preferred lenders, who
maintain data on behalf of the
‘agency, have responsibility for
determining borrower eligibility -
and creditworthiness, and may
disburse funds w1thout prior
approval. 'The : agency must’
provide guidance to its lenders for
determining a borrower’s
creditworthiness and train its
personnel to evaluate the lender’s
analysis of creditworthiness.

Overwew of the Guarantee Extension and
| Malntenance Functlon

I Program l

| Criteria |

Guarantee
Endorsem_ent

Periodic Fee
Invoice

. Gnarant'ee
. Request

Approved Loan

A f?’/ﬁ////{/ 7777

Guarantee Guarantee Guaranteed

Requeet Origination Loan

Evaluation Process - . Maintenance

Process Process [/
. A N

Guarantee
Information

Core
Financial ) 4
System /

- lllustration 10
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Guarantee -Exzttnsion and Maintenance

'

As shown in Hlustration 11, the Guarantee Request Evaluation Process consists of the following major activities:

* Process Request for Loan Guarantee

. Verrfy Borrower Program Ehg1b1hty and Credttworthmess

Conduct Funds Control, and

* ' Approve/Reject Guarantee Request

'Process Request for Loan Guarantee.

 'This activity captures data abouta

lender’s guarantee request for a
loan to be issued by the lender.

An automated system should:
mndatqry
* Record critical data on the
lender’s guarantee request to
‘support the guarantee’
~ evaluation process.

¢ Provide access to guarantee

- request information to each

- individual participating in
. the guarantee decision.

Valué-Addepi.

» Record text commients
~ relevant to the guarantee
decrsxon

Verify Borrower Program Elzgzbzlzty
and, Credztwarthmexs :

‘This activity vertﬁes the ehglblhty
of the guaranteed loan borrower.
The determination is made by
comparing information about the
borrower from the lender’s

Guarantee Request Evaluation Process

L e Notification |'
, e . :Letter 1
e Program - o

: %

Borrower
Eligibility
Criteria __

o —-

' Creditworthiness
Criteria

‘Trea‘sur'y'

- Treasury
Interest
Rates

25 ////

Process . / / Approve/

Verify Borrower Conduct /

Guarantes / Credbltworthlness % Control / ‘ Request
Available

Guarantee | L

-Request
7 Guarantee - e Tegh
Chemsy| | sl

L Funds: N
.y —) > Borrower Data o of Management .
~_____’— P e e o’

7777 /////

\

Z //// ///

Program Lending
Limits - .

.. ——) Guarantee Data | g 'g'}i?:r?"

Rejected ' ¢

Guarantee . .
‘Data ’

. \\\\\“

lustration 11

: guarantee request recorded in the system in the prlor process to system-stored agency program ehglbthty cr1ter1a

An automated system Where apphcable should:-

Mandatory

* Compare borrower information on the lender’s guarantee request to agency program borrower ehg1b1hty

criteria.

Guaranateed Loan System™ Requirements
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Guarantee Extension and Maintenance

* "Check the appropriatc‘ Sy‘stcm data files to determine whether ‘a lender has recently submitted a duplicate
guarantee request for the applicant or a guarantee request for the applicant has been previously denied.
* Document whether the applicant has previously defaulted on debt to the federal government.

* Compare the applicant’s creditworthiness information to system-stored program creditworthiness criteria
* and, assign a credit risk rating to the applicant, unless specifically excluded by program requiréments.

Value-Added

+ Document that the lender obtained a credit bureau GCOﬁ.‘

* Document that borrower financial data, repayment ability, and repayment history have been verified. o
Conduct Funds Control,

An agency must have sufficient subsidy funds available and be within program lending limits (where program limits
exist) in order to approve a guarantee request and obligate subsidy funds. This activity supports the calculation of.
‘the subsidy cost of guaranteed loans and provides an interface with the core financial system to check subsidy fund

availability and lending limits.
An automated system should:

 Mondusory |
"« Provide the informaﬁdn ncédcd to compute the credit SubSidy amount associated with a loan g’uaraﬁtee using
projected cash flows and the applicable Treasury interest rate in accordance with OMB Circular A-34, A-11,
and SFFAS No 2. - S o ' ' o

» Provide an automated interface with the core financial system to determine if sufficient funds are available in
the Program Account and if available lending limits in the Financing Account are sufficient to cover the
subsidy cost and the face value of the proposed guarantee.

‘Appmve/Rq'e_ct Gué‘m.meeﬁquuest. : .A ; J
"This activity supports the final review and acceptance or rejection of each guarantee request based on the borrower’s
liﬁ;.Ilufjltllsment of program eligibility apd creditworthiness crifcria gnd the availability of subsidy funds and lending
An automated system should:
Mandatory
...* Reflect the approved guarantecstatus o v s e

* Accept, identify, track, and report supervisor overrides of system-generated acceptance/rejection
recommendations. ‘ - :

* Create and maintain a system record of rejected guarantee requests.

Value-Added

* Notify lender of approval or disapproval (electronically where appropriate).

RN R
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After an agency or lender has approved a guarantee, the guaranteed loan obligation must be recorded in thc system “
to track the agency’s potential liability. Any origination fee associated with the i issuance of the loan guarantee is also
recorded. The lender must inform the agency of the amount and date of each’ obligation and or disbursement so

the agency can perform the necessary accounting.

Guarantee Extension and Maintenance:

As shown in Illustration 12, the Guarantee Origination Process consists of the following major activities:

* JIssue Loan Guarantee and

* Document Lender Loan D1sbursement

Issue Loan Guarantee.

This activity provides eligible.

lenders with federal loan guarantee’ |

and records the guarantee
obhganon and related origination
fee in accordance with agency
requirements, the Credit
‘Supplement to the Treasury
Financial Manual," and OMB
Circular A-34, Part'VI.

An automated system should:
‘Mp;ndato@)

* Record the cohort and risk
category, as defined in OMB
Circular A-34, associated
with the guarantced loan

. Asmgn a unique account
number to the guarantccd
loan that remains unchanged
throughout the life of thc
guarantee.

* Generate a guarantee¢

~ endorsement to confirm that
the loan is guaranteed and
transmit it to the lender
(electronically where
possible).

. Calculatcand record the o

guarantee origination fee in

Guarantee OriginatiOn Process

Treasury Interest Rates

[ Guarantee |
i Edorsement

_

P Fee Invoice

I Treasury |

Orlglnatlon Fee

R ENTA N

Treasury Interest Rates

Notification”
<} of Lender S
D_isbursemenft .

7

Document
Lender Loan :

VPP T T F T T
b
-1
- Issue
-, . loan -
. Guarantee
. Approved AR
- Guarantee [ A

s

Commitment and Obligation: Data

-Guarantee

) Informatlon — :

Guarantee Data

General Ledger
Management

Financial -

System

/ Disbursement 4
///f/ TATZ

|'Subsidy .
Outlays

llustration 12~ "~

accordance with the terms-and conditions of the guarantee agreement. '

* Record collections of origination fees received.

* Provide an automated interface with the core financial system to record the guaranteed loan comm1tmcnt

the obligation for the related subsidy, and the orlglnatlon fee, rcce1vable and collccnon
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Guarantee Extension and Maintenance R - | B

Value-Added

e Transmlt the or1gmat10n fee invoice to the lender.

Document Lender Loan Dz'sbumment. _ S ‘ o | e

This act1v1ty supports the receipt of nouﬁcatlon that the loan has been disbursed and records the disbursement ,L
where required by agency programs in accordance with OMB Circular A-34, Part VL. R {

An automated system should |
Mndatmy _ L L e . ' : ! | L
* Provide an automated interface with the core - financial system to record the outlay of subsidy from the

Program Account.

. » Record information on loan , g ,
disbursements by the lender, |- Guaranteed Loan Maintenance Process
including amounts and . S ‘ v '
applicable Treasury interest

- rates, to support interest

‘computations and SIibSidy \ * Modification L interest Supplement Payment f
re-estimates, unless Information | - —5 T o
. specifically excluded by , | Crteria , \
program requirements. . Guarantee Fee . » i
Valne-Added = ; . Fee Penalty Fee Invoice
N R ‘ Criteria T : Fees
* Provide the capability to

PP AT T FT TS

receive electronic A
7 Record
Process vy interest

transmission of d13bursement Document Loan

78
; [~
_ data by the lender. S I A Modiﬁcations E % - Fees %; ) ?a%ﬁ’,'ﬁ"l‘ﬁt';t 2;
* Provide the capability for - 77 ////////f/ 1A~ i ///,«',/f
reporting of loan closmg - ,
mformation.

- Guaranteed Loan Maintenance
involves monitoring loans for
compliance with terms, processing
periodic guarantee fee collections,

Guarantee Data

—

~

———— -

" Collateral Data

: Fee
and processing interest supplement Receipt .
‘ Interest
payments to the lender. ‘As shown _ ' Supplement
in Illustration 13, the Guaranteed . | . . Receipt Management ,anmeqt ]
e LT R R R Sy A= Dorey Syt P | Reauest

Loan Maintenance process consists |
of the following major activities: Obligations ™. _ o

* Document Loan

Modifications, Financial

System

* Process Fees, and

lllustration 13
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Gﬂar.an,tée ‘ Ex_tenSiu n-and-Mainte nance.

f

* Record Interest Supplement Payments. -

Document Loan Modifications. -

Modifications to guaranteed loans are government actions that alter subsidy. costs. Examples of government actions
leading to a modification are forgiveness, forbearance, prepayment without penalty, and extensions of maturity .
unless ‘such actions are provided for in the original loan agreement. Modifications do not include routine '
administrative workouts under the existing terms of the loan guarantee. Subsidy funds must be transferred from
the program account to the financing account to cover the cost of the modification. This is required for all loans,
although systems requirements for pre-1992 loans in liquidating accounts will be different than the system =~
requirements for post-1991 loans. S : S : ‘
An automated system should:
"Mandatory

K Support r;:cvvaluatvi_on_‘ of ‘th,e_r_nod’iﬁed loans in accordance with OMB Circular A-34 and program p,o]ic_yL
¢ Reflect the modified status of the guaranteed loan. ' S e

* Establish a new loan account and collateral record for each new debt instrument and assign a unique loan
account number to the new account record. Maintain a link between the new loan account established for the
new debt instrument and the old loan account records.

* Perform a funds control check to verify the availability of subsidy through an automated interface with the
core financial system. : P S

* Provide an automated interface with the core financial system to record the subsidy changes associated with.
the guaranteed loan modification. ' : R .
~ Process the.v‘.'v i
This activity supports the routine billing and collection of periodic guarantee fees from the lender.”
" An automated system should:
Mandazory
* Compare guaranteed loan data to guararitced fee criteria to determine which lenders owe guarantee fees. . -
* Compute the amount of the guarantee fec.

» Identify those lenders with overdue fee payments and calculate penalﬁes on loans for wh1ch leﬁdcfs have not
submitted guarantee fee payments. : o

~+ Generate invoices, including penalties assessed for late payment, for guarantee fee “payments» due from lenders
- (electronically where possible).. : o : PR e

* Provide an automated interface with the core financial system to record the receipt of guarantee fees from
* lenders. ' : ' : ‘ ‘ ' :
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Guarantee Extension and Maintenance:

Record Intevest Supplement Puymmts. :

Some guaranteed loans require the agency to pay interest supplements to the lender. Interest supplements are a
form of interest subsidy that enable the borrower to pay lower interest to the lender. This activity identifies those -

guaranteed loan agreements that require interest supplement payments to the lender. The actual payment will vary
based upon the type of interest supplements offered through the guarantee programs

An automated system should

Jllﬂmlatmy

. Idennfy guaranteed loans reqmrmg interest supplement payments

. Compare current interest rates to the interest rates in the agreement to determme the approprlate levels of
interest supplements required.

Recognize the interest supplement payment as an interest subsidy expense and a loan guarantee interest
©.supplement liability.

Provide an automated interface with the core ﬁnancial system to initiate and record disbursements for
interest supplement payments. If the guaranteed loan system itself handles the payment processing, it must

meet the requirements in the Core Financial System Requrremcnts related to payments and send summary
data to. the core financial system.

Collateral Requirements ‘

* Some credit programs. provide loans to finance the acquisition of an asset that then serves as collateral for the loan.

OMB Circular A-129 requires that property serving as collateral be appraised by a state licensed or certified
appraiser when the loan amount exceeds a pre-determined amount. Circular A-129 also requires that the useful life
and value of pledged collateral must be recognized in the guaranteed loan system at the time of credit screening.

The estimated useful life of the collateral should be longer than the loan maturity and the loan-to-value rat10 must
be within applicable program reqmrements

An automated system should:

Value-Added

* Capture the estimated useful economic life of the pledged collateral and compare it to the proposed term of
the loan.

* Document that transactions over a pre-determined amount identified by program requ1rements have a.
collateral appraisal by a licensed or certified appraiser. -

. Compute the loan-to-value ratio and ﬂag those loans w1th a ratro exceedrng apphcable program

Internal Management Information Requirements

Listed below are internal management information requirements for the Guarantee Extension and Maintenance
function. This information described below should be available to agency credit program managers and designated
internal review ofﬁc1als on a periodic or on an as requested basis. This list is not an all inclusive inventory of

T

l

T
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Guarantee Extension and Maintenance

internal information requirements for the Guarantee Extension and Maintenance function. Each agency must

determine the specific management information needs necessary to-manage its credit programs based.on the agency -

mission and applicable statutory requirements. ‘In order to support these needs, a system should provide a
user-friendly query tool (preferably graphics-based) that facilitates reporting rapldly on'any required data elements.
Agencres must maintain financial accounting information at appropriate levels of summary for computational and
reporting purposes. The main levels are: transaction, loan history, risk category, cohort, and account.- Each agency
must also determine whether the information should be provided on hard copy reports or through system queries.

The guaranteed loan system should provide at least the following types of management informationl'

- Approval and Rejection Monitoring. This Summary provides information about all credit apphcatlons that
were approved or re)ected for a given time period. The data are broken down into separate statistics on
credit approvals and rejections. The approval section indicates the number of approved appllcatrons and the

~ percentage of total applications that they represent. The total requested amount and total approved amount
are shown for each loan origination office. The rejected application section contains the number of re]ected
applicants and the percentage of total applications that they represent. The total of all loans requested is also
shown. This data summary also lists the average time spent to process a Cerlt apphcatlon from the time of
apphcatlon until the final dec1s1on is made. .

* Override Expectauons This summary identifies all credit apphcatron decisions that override: the actlon
recommended by the automated system processes. Overrides can occur.in two situations: an application: is
approved even though the borrower’s program eligibility or creditworthiness assessment is not acceptable
under agency program management criteria; or an application is rejected even though the applicant’s -

- program eligibility and creditworthiness are acceptable under agency program management criteria.

* Potential Application Fraud. This summary provides all apphcatlons that matched one or more pending or
recently rejected applications. Comparlson is based on four criteria: applicant name, applicant address,
applicant phone number, and applicant Taxpayer Identification Number (TIN). Ifa pending application
matches any of these criteria, the data fields that matched and the original application and pending
application identification numbers w1ll appear on t‘hlS data summary with prlmary apphcatlon 1dent1ﬁcat10n
information.. % .

. Approval/Re]ectionStatistics This’summa'ry"contains statistics on guarantee apprOVals and rejections. The
data summary is broken down into separate statistics on guarantee approvals and rejections. The approval
section indicates the number of approved applications and the percentage of total apphcatrons that they
represent. The total requested amount and total approved amount are shown for each guarantee origination
office. The rejected application section contains the number of rejected applicants and the percentage of total
applications that they represent. The total of all guarantees requested is also shown.

* Detailed Transaction History. This summary contains detailed loan guarantee and account data. . The data

summary is used for control and tracking and also as an audit trail. The information is presented by
program, for both the current and prior reportmg period.

‘* Median Loan-to-Value Ratio. This summary is used to track the medlan loan-to-value ratios for guarantees
written by each regional office. The median loan-to-value ratio is the mid- pomt in the range of portfoho
loan-to-value ratios.

'+ Loan Guarantee Fec Collection. This summary is used to monitor guarantee origination fee collections

* Loan Guarantee Periodic Fee Collectron This summary is used to monitor the periodic loan guarantee fee
collection activity. o ‘

* Exceptions. This summary highlights deficiencies in guarantee origination processing. The data summary
should be generated periodically or on demand as needed. An example of an exception summary is a listing
of approved requests that have not been processed i ina specified period of time.
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Portfullo Management

Effective admrmstration of guaranteed loan programs depends on agenc1es gathermg and using relrable mformation
on the performance of the agency’s loan portfolios. Efficient mechanisms must be in place to provide sufficient ;
accounting and management information for effective stewardshrp of the loan portfolio L _ 5

‘ 'Mpmdutory (All reqummmt: in this Clmpter are ]Mﬂnﬁlatory)

‘General Requirements.

e

govifgf;l;i&&ffﬁimzml Overview of the Portfolio Management Function | |
requirements for the Portfolio - | . L ' : | R s
Management function ofa = | o R ' T T ~ .
guaranteed loan system

Tlhastration 14 provrdes an:'

overview of the Portfolio R _ Guarantee
. _Information

‘Management function. As shown, -
the Portfolio Management .
function consists of the followmg :
major processes: |

it Aol LT

Reports/
‘Evaluation

Treasury

. Portfolio Performance
Process,

Treasury Interest Rates

. Program Financing Process ‘, ‘ 7// !7////»/ f /'///////)V////;' o
+ Support Subsidy estimate, S e, A e O

and % ) Process . Process Z/ .
* Portfolio Sales Process 47 ////////////////A =

Agencies must maintain adequate
and up-to-date information on the
status of their loan portfoho to
evaluate management and program |
effectiveness. Agencies need
information about the status and
quality of the loan portfolio to -
monitor its financial health. As
shown in Illustration 15, the
Portfolio Performance process
consists of the followmg major
activities: ¢ - :

7. Core.
Financial
System - -

" Program
Criteria

S A " lllustration 14
. Process Guaranteed Loan | - ‘ -
Status Reports from

Lender, and

* Compute Porrfolio Performance Measures

35 : Guaranateed Loan System Requirements



Portfolio Management

Process Guaranteed Loan Status - - Portfolio Performance Process
Reports from Lender. R AT S |

HEERETTT -

Lenders are required under OMB
Circular A-34, Part VI and other

OMB and Treasury documents to : . »
submit information on guaranteed : .

loan commitments, lender ‘ ,
Reports/
_ Evaluation |

AT

disbursements, lender collections,
delinquencies, and other data on

the size and health of the _
guaranteed loan portfolio. -: ' , o : %
/ T A 2 ,‘fv///n/i/z'/' 77 R [T 8 E_
An automated system should: ] ghocess / compue [/ -
: : Guaranteed " Portfoll : / o "
: ; Loan Status b rf%m? alr(:t;e f E!ippgﬁr ' _
* Receive and document loan % Reports from / | Measures % Chioria - E
guarantee information from | . N s _A, y walld S E
lenders (electronically where | - : o Administrative - .
: . : : Guarantee Costs
appropriate). Information :
* Maintain standard , : —P{ Guarantee Data === g Cost’ t
information on the history ‘ Bttt N B SibbsChtil
and status of each e ,. | Borrower Data [ ‘_Fir?:nrgial‘
guaranteed loan (e.g., : S~ — -] Jystem
borrower identification, ' : Ly coiateral Data |

amount and nature of debt, . )

loan originator, holder, '
and/or servicer).

* Maintain data from the
lender which identifies -
delinquent accounts and
potential defaults.

* Provide agency access to the

loan status information. lllustration 15

* Receive and recb_rd lender . , ‘
substitution and/or transfer data, i.e., secondary market sales (electronically where possible).

* Accept lender data by cohort and risk category.
Compute Portfolio Performance Med}ﬂies.

This activity supports portfolio reviews that allow agency management to evaluate overall agency program
performance in relation to.program.goals and performance measures. included.in-the agency’s-annual performance - -
plan, strategic plan;-and financial statements. - Performance measures inform management how well the program
reaches its intended constituents, how effectively the program uses its allocated resources, and how successfully the
program achieves its intended public policy results. Effective performance measurement should highlight program
trends to prompt reexamination of agency policies as conditions warrant. - ‘

The information necessary to comput.c' some of the follpwihg measures may not be r¢adily available for all loan
programs, or may be available only at substantial expense. Therefore, the value of a given performance measure
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should be examined within the context of the total cost to an agency of using that measure. The: examples listed
below are intended as examples and should be tarlored to each individual agency’s needs. : '

‘An automated system should:
¢ Compute and maintain program performance information. Some examples of typrcal program performance
information would include: S :

* Number and dollar value of loans made
* Average loan size .' | 'v v
* Loans made by geographlcal region
* Number and amount of defaulted loans

. Number and amount of claims pald

. Amount of loan Wnte offs .

* Compute and maintain finaricial measures to help assess the credit soundness of a loan program Some
examples of typical financial measures would 1nclude

* Opverall portfolio risk rate

* Average loan to value ratio (for collateralrzed programs)

e Write-offs as a percentage of. serlously dehnquent acquired loans

* Net proceeds on real property sold compared to appraised value

* Loan loss rates

. Recovery rates

¢ Loan Currency Rates 5

* Maintain portfolio data needed to help determine the effectiveness of use of agency resources such as:

* Administrative cost per loan guarantee approved '

* Administrative cost per acquired loan serviced

* Administrative cost per dollar collected °

* Time 'required to process a loan guarantee application
In accordance with the FCRA of 1990 and OMB guidance, agencies | have several components to cred1t program |
financing, including Treasury borrowing, subsidy reestimates, and workmg capital funding. Agencies borrow from
the Treasury when the uninvested fund balance in the Fmancmg Account is insufficient to cover disbursements for
guarantee claims, but this situation should be rare (exception — negative subsidy) since the subsidy amounts are
expected to be sufficient to cover any claims made. Agencies must reestimate subsidy costs upwards or downwards
to reflect differences in interest rates, technical assumptions, and expected changes in curtent and futire condmons

that have occurred between the time of budget formulation and loan disburséient. Fiitally, agencies may elect t "
set aside’ funds as worklng caprtal to finance costs assoc1ated with foreclosmg, managmg, and selling collateral. -

Agenc1es should use the Fuads Management funct10n of the core financial system to record the: appropnatrons
apportionments, and limitations associated with the Program Account and Financing Account for each credit
program. The guaranteed loan system would access the core financial system to perform funds control validation.
Accounting for and controlling administrative expenses related to credit programs can be accomplished in the core
financial system, so this act1v1ty would not normally be included in the guaranteed loan system.

T

= T
i

T
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As shown in Illustration 16, the . - Program Financing-Process. ... . ..
Program Financing process o : - - ‘

consrstsofthefollowmgma]or( e e ey e e e e
activities: T U e T FIREEE AR RS S O T T N

T

it
it

. Support Treasury R
~ Borrowing Calculations,

— T

. Support Subsldy “ ‘m‘c.' Ly Ty e ’ i .\‘_..-;E,» L
 Reestimates, ="~ " ' SRR — .

o T R e R A

,___-#_‘AnalyzeWorkmg Capltal oo et i oNnformation A oo b
. NCCdS and ; : A 53;:-_1;1513‘ L : L

and .

. AnalyzeWorkrng caprtal 1 sF 1081
( Needs. |

3

" Treasury Interest Rites

£

2 Guararnites’ 5L s Tl s
wData e L

P

Support . 127
7} Treasury 1 gll:gg:jrt
1A - Borrowing. J.A y
ﬂ Calculatuons

) g Reestlmates i Capltal Needs |
The FCRA of 1990 pr0v1des . U TR TR %///;,//// v
i . ) , Subsidy
financing accounts with permanent - fiierest - 1 oo obiigations | working
indefinite. authorrty [10) borrow nd | |Expense . .| andExcess .} capitare
from Treasury. The agency is. ) ..o nterest ] 1 o subsiy T Data ; ..
1 eamings | ] ~Transfer - ‘

required to track the amounts of N ‘
borrowing, compute interest I SR
expense related to these " - e o ;
borrowings, and compute interest | .. B TR v .,‘ TCore _»T;;f%,.
earned on uninvested funds in .. . ' o ' \; Financial

s ' System .
accordance with guidance. provrded e e g ST s L
by OMB and Treasury. The ... foior v 5 v o e e e ;
transactions to record borrowmgs : L o _ \
andmterestwouldusuallybe - SR S T R R TR |
processed by the core financial S T T A A T A |
systemyvrthsupportforthe ‘ T T Y lostration 16 o |
calculations being provided by the ‘ ‘ -
guaranteed loan system. Unlike a o :
direct loan program, a guaranteed loan program is not expected to make routine borrowmgs from Treasury
(exceptron ‘negative subsidy). Subsidy amounts should be estimated so as to‘cover the costs of ‘any payments of
guaranteé claims for defaulted loans. The actual organization of system processes between the guaranteed loan
system and the core ﬁnancral system ! is at the discretion of the agency :

Suppm Treusmy Bowawmg
Calculatzom

Analyze
Worklng

T il e BRI

An automated system should

s ,Execute SF- 1151’s and rec' ‘b\’,ﬁmounts"borrowed ﬁ, : II}_TI‘C :
tcmporarrly SRR IHEELY | L e Y

)u}

“ury to\ covier shortfa]ls in the subsrdy estlmates :

+ Track the amount of unmvested funds in  the Fmancrng Account as needcd to support interest earnrngs
calculatlons

-+ Compute interest expense on borrowrngs and i mterest earmngs on unmvested funds. - et
~+ Execute and record repayment of prrncrpal usrng SF 115 l’s and interest to Treasury usrng SF 108 1’ o

* Execute and record receipt of interest earnings from Treasury on uninvested funds using SF-1081’s.
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S“Pport Subsidy Estimate . =70

This section outlines the types of data elements which might be included in a loan system and bu1lds upon the
standards set forth in SFFAS No. 2, Accountmg for Direct Loans and Loan Guarantees and OMB Bulletins A-11
and A-34. The key to nnplementlng the requlrements of these documents is having adequate systems and reliable
data to reasonably calculate the cred1t subs1dy esnmate .

Given the dlversrty of' Federal credit programis and, therefore, the Wrde range in data requrred to support subsrdy
estimates, a loan system should be tailored to the data needs of each loan program. The data elements in a loan
system should be selected to allow for more in-depth analysis of the most significant subsidy estimate assumptions.
To accomplish this generally the loan system should maintain three types of data. First, information regarding loan
characteristics should be maintained. Second, relevant economic data'should be gathered "Third, data on'the actual
timing and amount of all cash ﬂows related to each loan in the loan’ system should be collected

' Loan characteristics. The loan system should mamtam data that is predictive of loan performance and subsidy

costs. Loan characteristics maintained-in-a loan system will ‘vary greatly from program to program. For example -

the value of collateral pledged may be hrghly predxcttve of recovery rates for some programs. The following is a list
of some of the loan characteristics which’ agencies should collect. This information should be obtained from either
 the Joan system, the core ﬁnancral system or other data repos1tory within or outsrde the agency.

* Loan number - Cash flows should be marntamed at the individual loan level even though analysis might
often be done at the cohort level. Cashflows, such as receipts from property disposition, must be: tracked
back to the original loan via the loan number or other data elernent used to 1dent1fy the original loan

* Date of Obligation - “This mformauon is necessary for revrewrng historical cohort data, since cohorts are
: deﬁned by year of obhgatlon and for relating loan behavior to other dated variables.

* Loan terms and conditions. A system should maintain the actual loan terms, mcludmg matunty, interest
rate, and up-front and/or annual fees. These data are critical for comparing : actual payments to scheduled "
payments and for measuring the relationship between default risk and loan terms and conditions. The system
should be able to calculate and report as necessary, the aggregate repayment schedule fora cohort '

» Changes in loan terms and conditions. Any change in terms and conditions needs to be recorded in. addrtlon
to the original terms and conditions, not in place of them. This data is needed both to re-estimate the
subsidy cost and to estabhsh a basis for estimating new subsidies. :

* Borrower location. Agencres may choose to collect several location elements, such as zip code congress1onal
d1str1ct code, approvmg office code, and servrcrng ofﬁce code for regional analysrs

. Borrower credrtworthmess Since credltworthmess may be a strong predictor of defaults the loan system N
should include measures of the financial condltlon of the business or individual receiving the loan and past
' Cerlt experience, unless spec1ﬁcally excluded by program reqmrements ' '

* Loan use. Track the 1ntended loan use may reveal a s1gn1ﬁcant vanance in cost dependmg on the use of loan
proceeds. : : : ¥

...». Program- specrﬁc data Other loan characterrstlcs . may also be i unportant in predrctrng default., The

" loan-to-value ratio is a critical data element for predrcung housmg loait defaults: for student loans the " type of
educational institution may be i 1mportant the value of collateral is requlred unless specrﬁcally excluded by '
program requirements. o : . ;

- Economic data. Nearly all loan programs are affected by trends and fluctuations in the economy. The system
should maintain the primary economic factors which influence loan performance. The critical indicators will vary
across programs. For housing loans; among other factors, property values and house apprec1at10n rates should be
monitored. For programs which determine borrower’s interest rates based on the borrower’s income, all economic
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data on incomes should be maintained in either the guaranteed loan system the core fmanc1a1 system, or other data
reposrtory Wrthm or outside the agency ‘

Historical cash flows. Al cash transacnons related to each loan should be mamtamed in the system to allow for r
trend analysis. Since transactions may be identified by a wide variety of transactional codes, agencies should "
consider groupmg transactions by the type of cash flows that are projected in loan program subsidy éstimates.
These groupings will vary from program to program, depending on the way cash flows are projected for subsidy
estimates. This information should be obtained from either the guaranteed loan system, the core financial system,
or other data reposrtory (such as m1croﬁche or. CD ROM that permrts easy retrreval of data) w1thm or outsxde the _

agency.
Bmps s 'gﬁu?in??ﬁhich may be modiﬁé'd‘ o it acrual loan i»jrdgratns "ihcmcté_: S
+ Guaranteed amount. O T O K P S R U R I A =
'+ Disbursement amount and dasbursement rate for each year 3
e ‘Upfrontfee . o ’* IR T %
e Apnualfees: - - . - S N e E
* Interest subsidies. o SR CET L e e s s e e =

- ¢ Claims paid and guarantees terminated. = - . o o e |
* Defaulted loan data mcludmg both the tumng and amount |
. Dehnquencres

« Recoveries (including. both the timing and amount) on defaulted loans by recovery method such as sale of
| collateral or offset programs B _ , o .

.. Loan to value rattos

.. Scheduled prmcrpal and interest payments (1f the agency acqmres and services the loan)

o Actual prmcrpal and mterest payments (1f the agency acqmres and serv1ces the loan) AT ' RO ‘
. Prepayment mcludmg tlmmg and amount T TR . |

o Repaymentactmty < [ el P e 1‘

Support Subsidy Re-estimates. OMB Circular A-34 and SFFAS No 2 gencrally reqmres that the subsrdy cost of a
cobort of guaranteed loans be re-estimated at the beginning of each fiscal year following the year in which the initial
disbursement was made. A re-estimate of each cohort cash flow’should include claims paid and fees collected,
defaults, delinquencies, recoveries, et¢. When the agency acquires the guaranteed loan, thé re-estimate of each
cohort cash flow should also include prepayments and collections of principal, interest and fees. This'activity
examines the results of operations, by risk category (if applicable) and cohort, and adjusts loan'subsidy costs -
between risk categories (if applicable) within a cohort and for the cohort as a whole to account for changes in
cohort subsidy costs resulting from interest rate changes and differences between estimated cash ﬂows the actual
performance of the cohort, and expected performance changes in future cash flow. System act1v1t1es may be located
in e1ther the Guaranteed loan system or the core fmancral system, as’ approprlate. h

An automated system should:

* Support the re-estimate of the subsidy cost for each cohort and risk category of loans at the begmnmg of each
fiscal year in accordance with OMB Circular A—34 and SFFAS No. 2
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« Maintain cash flow data that permits comparlson of actual cash flows each year (and new estimates of future
cash flows), as well as h1stor1cal data from pr1or years to the cash ﬂows used in computing the latest loan
_ subs1dy esnmate . ‘ :

* Compare the current year re- est1mated subsrdy cost to prior years re- _estimated loan sub51dy Costs to - -
. determine-whether subsidy costs for a risk category increased or decreased. :

» Transfer loan subsidy from those risk categories with an excess of loan subsidy to those risk categories in the
same cohort that are deficient in loan subs1dy to provrde adequate fundmg for each risk category. ‘

® Group those cohorts that need indefinite appropriation loan subsidy funds separately from those cohorts that
have excess funds. Support the request for an apportionment and obligate finds to cover the subsidy
increase for those cohorts of loans that have insufficient subsidy. - Transfer excess subsidy of cohorts of loans
to the Specral Fund Receipt Account. S :

The loan system should support the re-estimate calculatron and prov1de the necessary data to record the re-estimate
in the core ﬁnancral system. .

Collateral Requirements

There are no collateral requirements applicable to the Portfolio Management function.

Internal Management Informatlon Requrrements

Listed below are internal management mformatlon requirements for the Portfolio Management functron Th1s
information should be available to agency credit program managers and designated internal review officials on a
periodic or on an as requested basis. This list is not an all inclusive inventory of internal information requirements
for the Portfolio Management function.' Each agency must determine the specific management information needs
‘Decessary to manage its credit programs based on the agency mission and applicable. statutory requirements..
'Agencies must maintain financial accounting information at appropriate levels of summary for computational and
‘reporting purposes. The main levels are: transaction, loan history, risk category, cohort, and account. Each agency
also must determine whether the information should be provided on hard copy reports or through system queries.

The guaranteed loan system should provide at least the following types of management information:

« Detailed Transaction Hrstory This summary 1dent1ﬁes for each cohort, the number and amount of loan
guarantees in cach phase of the guaranteed loan lifecycle. The information provided includes the number of
loans current and delinquent, the number of loans for wh1ch a claim has been submitted, and the total
number and value of loans in the portfolio.

« Profile of Guaranteed Lioan Pottfolio. This summary provides a year-to -date proﬁle of each guaranteed loanv
program , with comparlsons to the prror year’s loan guarantee act1v1ty '

T Program Credit Reform Status. This summary provrdes the status of the fiscal year’s credrt reform
appropriations and subsidy levels.
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Acquired Loan Servicing

A guaranteed loan is in default when the borrower breaches the loan agreement with the private sector lender. The

guaranteed loan becomes a default to the federal government when the agency repurchases the loan (i.e., the agency |

pays the lender the balance of the borrower’s debt up to the guarantee amount). The repurchased default becomes =

a receivable to the agency and is subject to the same debt collection provisions as a direct loan. Lenders of federally

guaranteed loans with collateral maybe required by policy to liquidate, through litigation if necessary, collateral for
-~ delinquent debts before filing a default claim with the agency for any deficient balance.

Mandatory (All vequirements in this Cimpte? are Mﬂdﬂtom) ’

General Requirements

i

This section pfovidcs the government-wide functional requirements for the Acquirchoan,SerVi'cing.ﬁi‘ﬁction ofa
guaranteed loan system. It describes requirements for non-collateralized guaranteed loan programs and ., - ‘

collateralized programs where the lender forecloses and liquidates collateral as required by OMB Circular A—1_29.

eI

»  For those programs that Overview of the Acquired Loan Servicing Function
allow lenders to transfer ' : S S
collateral to the government
for foreclosure and/or

* liquidation, the guaranteed
loan system requirements
also include the Foreclose

it

Claim
‘Information

and Liquidate Collateral
function discussed in the Claims Coe ,
Collateral Requirements Paymen | Financial .} {  Ihvoice
subsection. ' —
* Those programs ﬂlat allow V_ ’ B Rejected - Approved " | coliection ‘ . ; : i
. private lenders to transfer R Applicationis |~ ‘Claims | - bata |0 o
notes t6 the federal : B R V/////////% A oo R
governm¢nt Should SatiSfy | Claim é Cla;‘m“P;'o;essing Account Statﬁs %75 aymef }50"0,“!91' a
the account servicing, Application % Pracess / Magr:;?:gzgce 1.
portfolio management, and “ g ‘ / N
delinquentdebt -~ | Gt oL 14 //77/7,?/'7/7 /.
requirements for guaranty ' ’ '
loan systems. »
‘ K ' Program

Acquired Loan

Criteria " Informatioin oo

Tlustration 17 provides an
overview of the Acquired Loan
Servicing function of a guaranteed | _ .
loan system. As shown in the o o L . £
Tlustration. the- Acqulrcd Loan : ' {To Delinquent Debt Coliéction}

g L o T : _ P - {To Foreclose.and Liquidate Collateral}
Servicing function consists of the o ' .
following major processes:

* Claim Processing Process, . : . ‘
and . . 5

* Account Status Maintenance ,
Process llfustration 17
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Claim apphcattons are submitted by a lender to an agency as a result of a default by a borrower under a guaranteed
loan. The claim application outlines the best course of action for resolving a delinquent guaranteed loan. Some
agencies requ1re lenders to submit a formal or informal claim proposal which outlines various proposed: courses of
action, prior to subrmttmg a claim application. The claim proposal process allows the agency the opportunity to
evaluate the alternatives prior to any definitive action being taken by the lender in the form of a cla1m apphcauon
In either case, the claim application will descnbe the agreed—upon course of action. :

Before an agency pays a guarantee claim, the agency must ensure that the lender has exercised due dlhgence in
accordance with legislative and regulatory guidance for a particular program. The agency also must ensure that the
lender has taken all appropriate steps 1o collect a debt including foreclosure and liquidation of any collateral '

As shown in Illustration 18, the Claun Processing process consists of the following major activities:

. Evaluate Claim Apphcatton and

: ) ProcessAuthonzedClaJm e TR e
 for Payment | o -~ Claim Processing Process -

Emza;tgfézaimApplicdtm

This activity supports the review |

and approval of claim applications.

* This procedure is followed foreach | ’ / Management
defaulted guaranteed loan. Ifthe | =~ =~ o ——

lender has foreclosed and = I —

~Claim

hquldath on any collateral and . Payment Core Fmanmal /o Dlsbursemenﬂ
still has a balance due, the agency L System ‘|Claim Payment
pays the claim and attempts to Rejected | o ' Request
collect the deﬂc1ent amount based - Applications Approved Claims

o L PRALZZIZZ TIIITZIZ7

on statutory reqmrements and

‘ . 2l
agen pohcy o : - _|' Claim (/] Evaluate Af,’{,?gﬁizd -,
< L b | Application f Claim Claim for - [ZT
} /// Application Payment &
An automated system should | - N 5, < 777 7 7R INotification of
' : Claim Payment
* Record key claim data _ —Program ~Ciaim - oquired Loa™
maintain data on or1g1nal o Criteria Information o /nformat,on ‘
and if apphcable, final - ) C'agé‘}ﬁg{:gﬁ“m Claim Application | Acquired Loan
clalms . Criteria L Data )
« S~ B R SR
hd Compare the Claim ’ > “Acquired Loan
Lt . . Claim Status Status )
application information to . B TR
the agency program claim -

~ e N -.Acqunred Loan '
application evaluation . S 7| Collateral -

- 'crltena- - Data

. Suspend processmg for
claims that are incomplete
until corrected.

* Identify claims not meeting - - e
agency program ' lllustration 18
‘requirements and notify the
lender of the rejection.

B i vl

B oot S A

-5l AR T
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Acquired Loan Servicing:

Document and track information on accepted and I‘C]CCth clalms and the reason for the re]ectlons
* Reflect the status of the claim. ‘

Develop edits to address cla1ms issues.
Record or track claims errors.

Process Authorized Claim for Payment

This ac'tiyitysuppotts the payment of an approvedguaranteed loan claim to the lender.

. Support underlying details.

An automated system should

e

+ Calculate the claim payment to be made maklng a” "ustments for:- any dlsallowed amounts or authonzed debt
collection activitiés. e, g

i ;';:,-‘,"

| A B

1

« Provide an automated interface with thé core ﬁnancml system to 1mt1ate a d1sbursement of the clalm _payment

to the lender. If the guaranteed loan system processes payments, it must meet the requirements in the Core
Financial System Reqmrements related to payments data to the core ﬁnanc1al system.

FRERb1 W B0 bt

3 Record acqmred loan mformatmn and estabhsh appropnate accountxng entnes such as a rece1vable o

4 .1’

This process evaluates rece1vables created asa result of clmms payments to determine the legal and pOlle basis for -
pursuing repayment, and the likelihood of collectioir.” Based on this evaluation, the account is either written-off or
is processed for inclusion in billing and collectlon activities. Agenc1es must ensure that invoices are generated

- promptly and that efficient mechanisms are in place to collect and record payments and to prov1de support for loan
servicing. Borrowers should be encouraged to use pre-authorized debit or credlt cards when making loan payments

System requirements related to collectmg delmquent debt are mcluded in the Dehnquent Debt Collecnon funcnon
As shown in Illustranon 19 the Account Status Mamtenance process consists of the followmg ma]or act1v1t1es

. Evaluate Delinquent Debtors for Collection or Write-off, -
o Invoice Debtor, and o

. Apply Colleetions '

Evaluate Delmquent Debtors for Collectlon or erte oﬁ'

This act1v1ty determines whether repayment of the recelvable created as a result of the claun payment w1ll be

pursued by the agency. This determination is made based on statutory authority and requlrements agency pohcy,
and the hkehhood of repayment

Anautomated system should L B e e S e e ey e e el G E

* Identify accounts for which collection is to be pursued.

* Identify accounts that should be written-off.
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Invoice Debtor

This activity supports invoicing of
debtors. Most loans are billed
based on a schedule determined at
loan origination, but some may be
based on negotiated payment ‘
schedules.

An automated system should:

* Calculate outstanding
balances for each loan’ ,
account invoiced, including
principal, interest, late

charges, and other amounts |

due.

» Identify loan accounts to be -

invoiced based on agency
program invoicing criteria -~
and loan account
information
* Generate and transmitan
~ invoice to-¢ach borrower.
At 2 minimum, the invoice

must include borrower ID, |

amount due, date due, the

date after which the payment

will be considered late, and
the current balance.

* Provide for automatic
acceleration of delinquent
installment payment notes
based on the acceleration
clause.

* Track and age receivables by type.

Account Status Maintenance Process

{To Write-offs/ ('i)s'e-outs}

Approval for Pre-aﬁthorization Debits

Invoice Financial
C . - Institutions
Uncollectible Loan
Accounts ‘ ) Payments Payments
Vi ' T AFF 7777777V 7o i
/ Z
~ Evaluate
/:.' Delinquent . Invoice Apply
’/ Debtors for | " Debtor Collectlons
Collection Action .
1 .
- FETTT Vi T LA ..,/:"./‘//“./’/"‘/
O 1 R Collection
Acqu:red Loan ~ Program N | ,Data
Information =4 - L. w_rﬁ/ ' Receipt
1 Management
”Acquge(ti Loan . ‘l@={ | DebtCollection |} - | | = = (Cos—
ata iteri . A
- A | Criteria | Financial
—_——— o= System
-\Pa.yment * Invoicing = s
+ History ", . Criteria

™ -

‘—_'—

' Acqu1red Loan
: Status

5 -l H
- I~ -

e ——

Rules

—

Recelpt Appllcatlon ‘

o

Sl J

llustration 19

« Provide an automated interface with the Core financial system to record accrual of interest, administrative
chargcs and penalties for delinquent loan accounts.. ‘

Apply Collections

This activity records collections‘avgainst non-delinquent debt from borrowers and app]ics the loan paymerit receipts’

to the debtor’s account in accordance with predetermined receipt application rules.

An automated systcm should:

* Apply collections according to agency program receipt apphcauon rules to the appropriate liquidating or

financing account.
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* Record apartlal, fall, 6‘r_ll‘a‘t¢_ paymentmd1cator o

» Identify payments that cannot be appiied and document the reasons why the paymcnts_“canirig)t; be applied.
* Provide an automated interface with the core financial system to record the collection. If the guaranteed loan

system processes collections, it must meet the requirements in the Core Financial System Requirements -
- related to collections and send summary data to the core financial system. S

Collateral Réqui'rcn'iéﬂtéy

When a Bofrower defaults on é:'r‘collateralizcd

responsible for collecting any

deficient balance through the use of

various collection tools. If the
agency acquires the collateral, the.
disposition of the assetsis * -
determined by the agency’s
property management policies.:

This section describes the procesé_es
for foreclosing and liquidating

“collateral. Tllustration 20 provides =
an overview of the Foreclose and

Liquidate Collateral function.- As

shown, the Foreclose and Liquidate

Collateral function includes, as
major processes:

* Foreclose on Collateral
Process, and

* Manage/Dispose of Collateral

Process.

As shown in Hlustration 21, the
Foreclose on Collateral process
consists of the following major
activities: ‘ :
* Prepare Foreclosure
Materials, and

.+ Foreclose.

Prepare Foreclosure Materinls.

If the Federal agency, not the
lender, is responsible for liquidating
collateral associated with a
guaranteed loan in a default

‘ ‘ ‘ gué.ranteed loan, the collateral could be liqui‘cvl_agé:c'll/‘for‘ec;l()scdrﬁy the
lender, or the collateral could be assigned to the agency. If the lender liquidates the collateral, the agency is

Acquired LnanvSe‘,rvic-‘ing

- LN SEIVICiNG mmmm——

Overview of the Foreclose and
Liquidate Collateral Function

Notice

Collateral

" Foreclosure .

.60 5 S &

“;
=)
:
i
£

; Property
‘Management
; Systems '

Expense
‘Invoice” ' -

Data
Purchaser Property

Management
Contractors

Payment for] Collateralf :|

Acquired

Collateral]  Transfer| ;I .
/////////7/ L NV AL, /
Foreclose on Manage/Liquidate [/]

‘Collateral Collateral /
. Process Process . / .
A7
) - Deficiency
Acquired Balances
Loan

.. Information .

. o ! o
ired Receipts and | {To Délinquent
fSquire ~Invoice/ | Debt Collection)

- ~Disbursement o

Data R Datal '
Core
Financial Payments
- System: .- -

lllustration 20
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Acquired Loan Servicing

situation, the agcncy initiates the | - Foreclose and L|qU|date Collateral
process by preparing for - Foreclose on Collateral Process
foreclosure proceedings to take A
title to the property, unless
specifically excluded by program
requirements. '

An automated system should:

Foreclosure
Notice .-

'DOJ/Agency

» Provide information on Counsel

collateral for use in the ,
foreclosure process. S S Collateral

» Update the acquired Joan

information store with ;f} CEETIT f f z f/
- additional information /7
" obtained during the /) Prepare
f 1 . y Foreclosure Foreclose o
oreclosure preparation / Materials .
process, such as recent . - / 7T
appraisal values and property Nl v ffff!ff/fA.é
condition. _ _

. ' o gl - Acquired Loan Receipt \ ; ; ,
Cglcqlatc gutstandmg : " iormation, " Management Receivable Adjustments
principal, interest, and : Yy f—-—— " S T
penalties, for each loan with* | [~ Acq“ggfa"°a"f]’ ¢ - Gﬁgﬁ‘% é—;‘gﬂ?r &l Acquired Asset Data
collateral to be foreclosed. ~ee =1 | === : ‘ ~

' : N "Core Financial
N - Acquired: Loan < System _
Foreclose. Collateral "

Foreclosing includes monitoring ‘ |

‘the foreclosure process and = (PR
recording the results. o L '

An automated system should: :
: lllustration 21

- Provide information to (

generate a foreclosure notice to the borrower.

« Transmit information necessary for the foreclosure to the Department of ]ustlce and/or agency Office of
General Counsel.

« Record the results of the foreclosure proceedings and title conveyance to the agency.

* Provide an automated interface of data on acquired collateral to the property management system for
management and hqmdauon of the property. :

* Provide an automated interface to the core financial system to record the value of the property acqmrcd and
to reduce the receivable amount.

Collateral acquired by the agency should be liquidated (sold) to provide funds to recover the delinquent debt. Due
to economic conditions, condition of the property, or other factors, the agency may decide to delay liquidation
until conditions are more favorable. In that situation, the property must be managed until it is hquldated this may
involve making repairs, renting it out, etc. :
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AS'ShOW“,inmusmtif]’ln'zz{the | Foreclose and Liquidate Collateral:
Manage/Liquidate Collateral. - - Manage Liquidate Collateral Process
consists of the following major , , _ o T
activities: ' :

» : ‘ : ¢ Acquired Loan ") L
* Manage Collateral, and B : Information A

) ~ Acquired Loan YQ—Y
* Dispose of Collateral. - ‘ o o ‘ Data * N
, v S ’ : : i ‘ ~ - - A i

- vmrn[mr,:r—q Tﬁ“‘
TS A

e - . . N - I

.. Acquired Loan ' :
Collateral . .

Manage Collateral

This activity supports management

| of acquired collateral. Ifa property’ ‘ 7 7 777 N7V 777 Collatéral 1 - L
| management system exists, some of - % - / | C— P
| R i : Manage , " Dispose of | N '
these activities may be supported by f “Collateral- / . Collateral . (&7
that system rather than the . L % S . / : N «
o A R Paymentfor =
guaranteed loan system. oy ///// va . v A S B

e : : Collateral ~
Asset Data | Asset

- Income & L -
» Expenses

“An automated sysfem should:

; Property

) ‘ <t Expense V )
* Generate payments to , msoice ) {  Management
property management Systems
contractors for services : | Asset:
; . : B : SR .Disposal . -
rendered.  Disbursement | income D

: . .Data | o
* Track, record, and classify . _Receipts
operations and maintenance
expenses related to the

acquired collateral.

Receipt
Management

Payment Management

Property
Management
Contractors

General Ledger
Management

" Core Financial
System

» Document rental income and
other collections related to
the acquired collateral.

* Post the expenses and income | :
to the core financial system -~ - .~ lustration 22
through an automated
interface.’

Dispose of Collateral
This activity supports the sale or other disposal of acquired collateral.
An automated system should: N | |

+ Update the acquired loan information storé to record féceipté resulting from the qu‘ﬁidation"c";f acquired
collateral and the disposition of the collateral. ’ '

* Identify any deficiency balances remaining for the loan after collateral liquidation for further collection
activities. . - ‘ : ‘ L ‘ coe )

* Provide an automated interface to the core financial system and the property management system to record
disposal of the property and associated receipts. ‘ ‘ -
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Internal Management Informatlon Requu'ements

Listed below are 1nterna1 management mformanon requlrements for the Acquired Loan Servicing function. The
information described below should be available to agency credit program managers and designated internal review .- [~
officials on a periodic or on an as requested basis. This list is not an all inclusive inventory of internal information
requirements for the Acquired Loan Serv1c1ng function. Each agency must determine the specific management
information needs necessary to manage its credit programs based on the agency mission and applicable statutory
requirements. Agencies must maintain financial accounting information at appropriate levels of summary for
‘computational and reporting purposes: The main levels are: transaction, loan history, risk category, cohort, and
account. Each agency also must determme Whether the information should be provided on hard copy reports or
through system queries. = ~ :

The guaranteed loan systern 'sh0u1d’ proyide' at leastthe following types of management information B TR, =

« Guaranteed Loan Claim Actlv1ty This summary is used to monitor trends in claim act1v1ty over time. The
information is presented at the: cohort level for the current year and the prior years.

¢ Summary Data of Cla1m Losses Paid Out. This summary is used to compare the estimated cla1m losses of
guaranteed loan programs to the actual losses incurred by the program. :

* Detailed Transaction History. This summary provides detaﬂed loan account data and payment transaction
activity to provide a detailed history of apphed and unapphed payments

* Standard Management Control/Activity. This summary tracks the status of all 1oan accounts by summanzmg
loan activity at various critical points of the loan cycle. The collection process summarizes payment activity
to allow agency management to monitor the effectiveness of éach activity in the collection process.
Delinquency information is summarized to highlight delinquent debt (collateralized and non-collaterahzed)
and modified debt. This data summary is produced per1od1cally and provides information for preparing the
SE-220-9 and SF-220-8. .

.« E Exceptions. This summary 1dent1ﬁes deﬁc1enc1es that have occurred i in the routine processmg and
monitoring of account status.. Examples of exceptions include unapplied payments, and delinquent accounts |
not eligible for debt collection tools. This summary is generally produced on a periodic basis. ' '

* Portfolio Sale Historical Payments This suminary provides a detailed payment history for each loan
included in the portfolio selected for sale. Historical payment data is critical in order to assess the investment
value of the portfolio to be offered for sale and in determining the structure and terms of the sale.

« Portfolio Sale Performance. This summary provides the rating agencies and financial advisors with statistics
to more effectively evaluate portfolio characteristics performance. Statistics include loan to value ratios,
effective yields, and loss estimates. :

« Collateral Management Activity and Expense. Th1s summary provides detailed and summary data of
collateral management activity and expense data for monitoring collateral management activities that affect
the value of the agency-owned property prior to disposition. All income earned and expenses incurred while
the collateral is in the agency’s possession must be recorded and tracked to support the agency’s ability to
recover. the expenses : : :
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Delinquent Debt Collection

Agencies which repurchase and service their guaranteed loans or are assigned collections rights when loss claims are
paid must comply with the Debt Collection Improvement Act of 1996.0MB -Circular A-129 requires agencies to -
have a fair but aggressive program to recover delinquent debt. Each agency must establish a collection strategy

consistent with its statutory program authority that seeks to return the debtor to a current payment status or, failing

that, maximize the collections that can be realized. -

, Mandatory (All reéﬂirements wn this Clmpter‘ are Ma_ndatmy except as indicated)

General Requirements

This section provides the goVerhmcgt%Widc ﬁinét'io‘nél requifemcnts for the Delinquent Debt Collection ﬁ]ﬁgﬁon of

a guaranteed loan system. |

Tllustration 23 provideé an
overview of the Delinquent Debt

‘Collection function. As shown, the

Delinquent Debt Collection
function consists of the following
major processes:

* Collection Actions Process, -
and

+ Write-offs and Close-outs
Process. ‘

An agency has considerable
flexibility in determining how to
collect its delinquent debt. The
size, age, and type of debt are
essential factors in determining the
resources to be expended in
recovering debt. OMB Circular
A-129 and the Credit Supplement
to the Treasury Financial Manual
provide guidelines to determine the -
appropriate tools to use to collect
delinquent debt. If collateral is
attached to the guaranteed loan,
foreclosure and liquidation of the
collateral should occur after
providing the debtor reasonable
opportunity to cure the loan. Any
deficiency balance may be pursued
using collection tools such as
litigation or cross servicing.

Overview of the Delinquent Debt Collection Function

{From Acquired
Loan Se_rviqing}

Uncollectable Accounts

of 1099:C

Notification. -

Réporting.

Termination of
Coliection Action
Request and Approval -

‘ DOJ/Agehcy

Delinquent AL IIL I ITY 7//)’///////// =
_ DebtInformation 12 Collection %% Write-offs
P 4 Actions i and Close-outs
i Process / Process
From - A
Forecfosurg m‘ L
Licfuidaar}e Collection ©
Collateral} Activities
and Results Acquired
Loan
Credit’ . Information
Information ———
Sources
_____ N ,< . ‘
Collection | L Program - g~
Agencies Criteria
Federal
Agencies e
\ . / ; Core
) B - Financial

h\\\

System

Hiustration 23
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Delinquent Deh_t Collection/Troubled Deht Servicing

As shown in Illustration 24, the , Collection Actions Process
Collection Actions Process,” ' L . ‘ Lo S
Troubled Debt Servicing under
agency program requrrements
includes:

" ‘Dunning
Letters, .

Credit Bureaus

* Report DelinquentDebt | | | =~ v 4  [T7| “recitueas | !
. Notification R - CAIVRS ?’
* Contact with the Debtor Retral Baiaindl B e« R |
* Refer for Treasury Offset S ' ‘ | Poeney o3eP) :
. . / / / / / / / / / / / / // Collection Agencies “
* Refer to Collection Agencies pReport 7] Contact Refer RRNEE hecimiaciaig ]
elinquent . FA4 Wi ] Trems | Other Federal L
*. Refer for Liti atlon _ Debt Debtor 11 Teasuy A . -
Activities & VAN R\ (eg;“f.fs% ) =

Receipt
Management

. L
*  Garnishment of non-Federal I_

wages S ,  Loan Data-

n

~ -

“| Special Colisction 14
Activity Data

Report Delinguent Debt

S .. Progrz ' K H
This activity reports selected @ , |

delinquent account information to
credit bureaus in accordance with . | - | Referral Criteria
DCIA to indicate the delinquency Credit Bureau N
status of a-debt. Guaranteed ¢+ |Reporting Criteria
lenders, or when legally authorized , Offset Referral
‘the agency, must report all non-tax |+ : ~ . _Crteria_ 1

; Collection Agency
commercial and dehnquent . v oo | Referral Gritaria. |
‘consumer accounts in excess of a » [~ — - -7
; Collection Agency |
pre- determmed amount to credit v - |.selection crieria,
bureaus —m
: Litigation Referral

Criteria

An automated system should:

. . lllustration 24
. * Identify delinquent . .
 commercial and consumer ‘
accounts for reporting to credit bureaus (preferably by electromc interface) by companng reportmg criteria

to delinquent loan data.

¢ Calculate outstanding balances, mcludmg interest, penalues and admmlstratwe charges and 1nclude this
information in credit bureau records

* Generate (or include in demand letters) a notice to inform the borrower of the referral of a delmquent debt
toa Cerlt bureau in accordance with regulanons :

VulueAalplzd ' S o

* Maintain a record of each account reported to credit bureaus to allow tracking of referred accounts.

-+ Identify delinquent commercial and consumer accounts for reporting to CAIVRS by comparing reporting
criteria to delinquent loan data. :

* Generate (or include in demand letters) a notice to inform the borrower of the referral of a delinquent debt
to CAIVRS in accordance with regulations.
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Delinguent Deht Collection/Troubled Deht Servicing

* Prepare data on appropriate medium, on a monthly: basis, of delinquent debtors to be included in the
CAIVRS database. :

T

Contact with Debtor

It is critical for an agency to address a delinquency nnmedrately to prevent it from becoming more setious. . If the :
delinquency is not resolved after the initial contact, the agency should pursue additional contacts as it determines
necessary. If the volume and amount of loans is large enough, agencies may establish workout groups to dec1de on
appropriate actions to maximize debt recovery.

An automated system should' ‘

. * Generate and transmrt dunmng letters to debtors wrth past-due loan accounts

TR

«* Identify debtors who do not respond to dunmng Jetters within a specrﬁed nme PCI.‘lOd

. ‘Track demand letters and borrower responses 10 document borrower due process nouﬁcatron (and borrower
wrlhngness and abrhty to repay debt)

* Track and document debtor appeals received in response to demands for payment

et e

-+ Provide automated support to the collection process. Support could be provided for activities such as
contacting a delinquent borrower by phone; documenting contacts with a debtor and the results;
documenting installment payments, rescheduhng agreements, and debt compromise; generaung managernent {
reports; and tracking the performance of individual agency collectors.

Refer for Treasury Offset. The DCIA of 1996 mandates the referral of all Federal debts over 180 days dehnquent
to Treasury FMS for the purposes of administrative offset. A delinquent guaranteed debt for administrative offset

is a guaranteed debt the agency has the legal right to pursue and is not being paid voluntarlly by the debtor. If the
delinquent debtor is in a voluntary repayment plan acceptable to the creditor agency and is making the payments as -
required under the plan, the debt should not be referred for administrative offset. In addition, debts that are in ;
foreclosure, moratorium, or bankruptcy, or over 10 years old (exception: where accepted by Treasury) cannotbe }
referred to Treasury for administrative offset. The administrative offset program administered by the Department !
of the Treasury is named the Treasury Offset Program (TOP).: The DCIA requires FMS, the U.S. Postal Setvice, |
or any other government corporation, or any other disbursing officials of the U.S. desrgnated by the Secretary of 1
the Treasury, to offset Federal Payments to pay the delinquent debts. When fully. unplemcnted TOP will offset -
Federal salaries, IRS refunds, and Federal administrative payments such as payments to vendors. DCIA authorizes
Treasury to charge a fee sufficient to cover the full cost of implementing administrative offset; the agency can either
pass this fee on to the debtor or absorb it.

An automated' system should:

* identify accounts eligible for referral to the TOP

* generate written notification to the borrower that includes the following: the nature and the amount of the
debrt; the intention of the agency to collect the debt through administrative offset; an explanatlon ofthe -~ - -
: rlghts of the debtor; an‘offer: to provide the debtor an opportumty to inspect and copy the records of the. -
agency with respect to the debt and an offer to enter into a written repayment agreement with the agency

* identify, at the end of the notification period, the debtors that remain delinquent and are ehgrble for referral.
* offset delinquent debts internally before referral to TOP, where applicable.’ S

* transmit to TOP eligible new debts, and increase, decrease, or delete previously reported debts. - - ﬂ
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e apply collections recerved through the TOP process to debtor accounts in accordance with apphcable -
payment application rules. : :

* record offset fees in accordance with agency program requirements.
K update the loan information store to reflect TODP status.
. update the core financial system to record collectrons from TOP.

* process agency refands given to borrowers erroneously offset and transmit th1s 1nformat10n to Treasury mna
timely manner. :

¢ record refunds given by Treasury and adjust the loan information store accordingly.

Garnishment of Non-Federal Wages. The DCIA of 1996 authorrzes Federal agencies admrmstratrvely to, garmsh
up to 15 percent of the disposable pay of a debtor to satisfy delinquent non-tax'debt. Prior to the enactment of the
DCIA, agencies were required to obtain a court judgment before garnishing the wages of non-Federal employees.

- Wage garnishment is a process whereby an employer withholds amounts from an employee’s wages and pays those
amounts to the employee’s creditor in satisfaction of a withbolding order. At least 30 days before an agency
initiates garnishment proceedmgs the agency must g1ve the debtor written notice of its intent.

An automated system should

. generate written notice mformlng the borrower of the agency’s 1ntent10n to initiate proceedmgs to collect the
~debt through deductions from pay, the nature and amount of the debt to be collected and the debtor’s
rights.

-+ document that the wage garmshment order was sent to the employer. -

o provrde adhoc reportmg capablhty needed to momtor the amounts recovered through non- Federal Wage
‘ _garmshment :

* document that the agency provrded debtors a hearmg, When requested
. "mterface W1th the core financial system to record receipts remitted to the agency
* apply. collectrons recerved through Wage garmshment accordmg to. agency applrcatlon rules.
Refer to Collectlon Agencres This actlv1ty determmes and refers delmquent loan accounts to collectron agenc1es

for collection.” Agencies can refer debts to a private collection contractor for collection for a period of time
determined by Treasury.

An automated system should:
. Compare delinquent account data to agency program collection agency referral criteria to select delmquent

loan accounts for referral to collectlon agencies.

. ‘Sort and group dehnquent loan accounts based on type of debt (consumer or’ commercral), age of debt and
location of debtor. ... =i oo i e e T

; ;jv_:”:.‘ g R gt el e R T S R

* Calculaté outstandmg interest, penaltles and admmrstratrve charges for each dehnquent loan account to be
referred.

s Assign selected delinquent loan account groupings to appropriate collectron agencies based on collection
agency selection criteria for agency programs. :

¢ Document that the delinquent account has been referred to a collection agency.

e

= mmm v e
ol

T

oot |
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Generate and receive electronic transmissions of account balance data and status updates to and from -
collecnon agenc1es

Record receipts rerrntted to the collecnon agency and forwarded to the agency.

Update the loan information store to reflect receipts, ad]ustments and other status changes, mcludmg SRR
rescheduling, compromise, and other resolution decisions.

Accept and match collection agency invoices with agency records. N
Generate payment to the collection agency for services rendered through the core ﬁnanc1al systern )

Request, reconcile, and record returned accounts from collection agencies.

: Interface w1th the core fmanc1a1 system to record collecuons processed through collecnon agencxes

Refer For thrgatlon Act1v1t1es OMB C1rcu1ar A-129 requires agencies to refer dehnquent accounts to the
Department of Justice (DOJ), or use other litigation authority that may be available, as soon as there is sufficient
reason to conclude that fiill or partial recovery of the debt can best be achieved through ht1gat10n This activity
determines and refers selected accounts for litigation. Referrals to DOJ should be made in‘accordance with the
,Federal Claims Collecnons Standards.

An automated system should:

Compare delinquent loan account information against the agency’s hnganon referral criteria to 1dent1fy
delinquent:loan accounts eligible for referral. Support identification of accounts to be referred to counsel for

filing of proof of claim based on documentation that a debtor has declared bankruptcy

Provide an electronic interface with credit bureaus to obtain credit bureau reports that will enable assessment
of the debtor’s ability to repay before a c1a1m is referred 1 to legal counsel. :

Calculate the outstanding balance, anludmg principal, mterest penalties, and admuustranve charges for each
delinquent loan account to be referred to legal counsel. :

Generate the Claims Collection L1t1gatlon Report (CCLR). The CCLR is used to capture collecnon actions
and current debtor information and transmit this information to DOJ. :

Receive electronic transmissions of account data and status updates to and from DOJ’s Central Intake Facility
or the agency’s Office of General Counsel’s (OGC) automated system for referrals.

Update the loan status to reflect referral for litigation so that the loan can be excluded from other collectron
actions, and to-alert the agency to obtain approval from counsel before accepting voluntary debtor payment.

“Track filing of pleadings and other motions, mcludmg proofs of claims in bankruptcy, to ensure swift legal -

action and to monitor litigation activity. -

Match agency litigation referrals with DOJ hsnng of agency hnganon referrals.
Record and track recovery of ]udgment decisions.

Update the loan information store to reflect recelpts and adjustments.

Interface W1th the core financial system to record any collectrons resulnng from htlganon B
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Delinqueht Delit Collection/Troubled Debt Servicing

Delinquent Debt Collection: Write-Offs and Close-Outs I’rocess

OMB Circular A-129 and the Credit Supplement to the TEM dcscnbc effective write-off and close-c -out procedurcs
for delinquent loan accounts. As shown in Illustration 25, the Write-offs and Close-outs process cons1sts of the
following major activities: , o

T TR T

* Identify and Document Accounts Selected for Write_-'off,

* Monitor Wntten oﬁ' Accounts and

e Document Close out of Uncollecublc Accounts

Identify and Document Accounts Selected for Write-Off.. This activity identifies and processes accounts for
write-off based on past collection history and a system-prepared debtor financial profile. Write-offs of loan

accounts that exceed a pre-determined amount in accordance with program reqmrements rcquu'e approval of the
DOJ. o o L

T

' T erte-offs and Close-outs Process
An automated system should:

SLL RN SR | D

» Compare delinquent loan
account information to
-agency program write-off
criteria to select delinquent
- loan accounts for poss1blc

& Borrower :
write-off. : N
“* Classify debtors bascdon : ' " (DOJAgensy
financial profile and ability | | ccLR — P, Counsel_|. 1099.G
_to repay. Indicators of the . " /IRS‘ g [Notification §
financial well-being of a N ' ‘ oporing
. . : Approval for Remmbonting. :
debtor include debtor Termination |
financial statements, credit . : ] of Collection Action ] }
bureau reports, and payment : | Identify);;:df ,«,7 f/////,,,/ e |
recept history —— oamen 7] tiontr / e |
- -z  Accounts Written-off ; — i
K Producc a CCLR for cach L Write-off /] Selected for [, Accotints ,Ug‘é‘:ﬁﬁge }\
loan account to be referred 9 / )’V"Ef:?f; - ,ﬁ, — -
to agency counsel or the ‘ Reactivated Close-out
(DOY) for approval of Accounts ~|Data

termination of collection
action. Update the loan
status to reflect the referral.

Program
_Criteria

- Loan ‘
nformation

Receipt
Management

Write-off
Criteria

—— -

Core Financial
System

-~

—

 Update the loan information
store to reflect approval or
disapproval by agency
counsel or the DQOJ for -
termination of collccnon ‘ _
action. _ - '

Close-out
- Criteria. .

* Update the loan information
store and provide an : Iustration 25
automated interface with the
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core financial system to record the write-off of the receivable.

Monitor Written-Off Accounts. Thls act1v1ty monitors and penodlcally reevaluates inactive accounts for possxble
recla531ﬁcat10n

An automated system should:

« Maintain a suspense file of inactive (written-off) loan accounts.

* Reactivate written-off loan accounts at a system user’s rcquest if the debtor’s ﬁnancxal status or the account
* status changes » , ; A

Document Close-Out Of Uncollectlble Accounts Th1s act1v1ty completes agency action on accounts determlned

to be uncollectible. Closed out accounts over a pré-determine amount must be reported to the IRS on Form
1099-C.: When a debt is reported, the IRS will match the agency’s Form 1099-C- report against individual tax
returns to determine if the discharge of the debt has been reported by the debtor as income.

An automated system should: '

* Compare loan account data to agency close-out criteria to 1dent1fy debtor accounts ehglble for close-out and
1099-C reporting. . : e )

* Prepare and send a Form 1099 C to the IRS if the debtor hias not responded w1thm the requlred time
period.

* Update the loan information store to reflect receipts, adjustments, and other status changes mcludmg
rescheduling, compromise, and other resolution decisions.

* Retain electronic summary records of close-out account activity for a period of five years for use in agency
screening of new loan applications.

Collateral Requirements

There are no collateral requirements applicable to the Delinquent Debt Collection function for guaranteed loans. If
applicable, collateral would have been acquired, foreclosed and liquidated in the prior function upon the default of
the borrower.

Internal Management Information Requirements

Listed below are internal management information requirements for the Delinquent Debt Collection function. The
information described below should be available to agency credit program managers and designated internal review
officials on a periodic or on an as requested basis. This list is not an all inclusive inventory of internal information
requirements for the Delinquent Debt Collection function. Each agency must determine the specific management
information needs necessary to manage its credit programs based on the agency mission and applicable statutory
requirements. Agencies must maintain financial accounting information at appropriate levels of summary for
computational and reporting purposes. The main levels are: transaction, loan history, risk category, cohort, and
account. Each agency also must determine whether the information should be provided on hard copy reports or
through system queries.

The guaranteed loan system should provide at least the following types of management information:

/
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Delinquent Deht Collection/Troubled Debt Servicing

* Detailed Transaction History. This summary provides detailed account information by cohort for internal
~ control and tracking, and, in the absence of an electronic interface to external entities, may be used to transfer
' data from the agency to the external entity to facilitate delinquent debt collection actions. Separate.data - ==
_sumimaries are produced for offset referrals, collectron agency referrals, htrgatron referrals and wr1te-oﬁs and
close-outs: : - : e o

* Standard Management Control/Act1V1ty This summary tracks the status of all referral act1v1ty 1nclud1ng P
 initial referrals, status updates and account balance updates Separate and summary hstlngs are produced for
1nd1v1dual and total reportrng and referral activity.

. Exceptlons This summary hrghlrghts deficiencies that have occurred in the referral process Examples of ' [
subjects for periodic exception information include: delinquent accounts eligible for reporting that have not |
been reported, defaulted rescheduled loans, account referrals that cannot be processed, collection agency
resolution percenitage, accounts without foreclosure or collateral management activity for a specified. period =
‘of time, accounts referred for litigation for which no litigation decision has been recorded, and delmquent ' t

accounts without ; act1v1ty for long pCrIOdS of time that have not been written- off.. e :

* Trend Analy31s/Performance This summary hlghhghts the effectiveness of different delmquent debt
collection techniques over time. The summary indicates the effectiveness of usmg different types of collectlon
actlons for dlfferent credit programs. : x SR

+ Collection Contractor Compensatlon This summary provxdes monthly account analyses to calculate track, ‘
and verrfy compensation for each contractor providing collection services to an agency. This mformatlon
aids in the verification of invoices received from the contractor, and highlights the differences in fee schedules |
among contractors. ‘

PR
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Treasury Cross-Servicing
Méhkl:utom (All.rééz’tim‘r‘@;its m thzsChaptW LWW”’W”’?’) ' )

Cross-servicing occurs when Treasury’s FMS or a Treasury-designated debt collection center provides debt . _
collection services for other Federal agencies as,shown in Illustration 26. The DCIA of 1996 mandates agencies to
refer their delinquent non-tax debt over 180 days delinquent to Treasury or a Debt Collection Center for purposes
of collection. Debt is considered delinquent if it is 180 days past due and is legally enforceable, i.c., there has been
a final agency determination that the debt, in the amount stated, is due and there are no legal bars to collection
action. For example, debts in an-appeals process required by statute or regulation should not be transferred to a
Debt Collection Center if collection action during the appeals process is prohibited. There are five specific instances
where debts are excluded from transfer. They are: - R S : :

« debts that are in liﬁgaﬁon or foreclosure, -

. debts that will be d18posed ‘6f o

under an‘asset sales program

within one'year after ‘7| “ Treasury Cross-Servicing
becoming eligible for sale, or * | - TR L e T
later than one yearif -~ [ . by e T —
o R e g . . e h L 1. Routine program management -
consisterit with an’asset sales : 'W el - SEIViCiNg, demand letters; due process
Program an d a SChC d ule ; notices, debt collection up to referral
established by the agency _ 1
and approved by thc R A R N Letier of
Directorof OMB; ~ + "~ |~ o T Agreement
* debts that have been referred | '
to a private collection T ‘ ,
contractor for collection for.a I R " Collecting Sonter\
period of time determined by ‘ Dbt doinguent - Aedountin
Treas more than 180 days - Accounting Report
> ‘ Reporting eports
* debts that have been referred Admin'Functions
to a Debt Collection Center Qther Services
with the consent of Treasury
and for a period of time ' o — 1
determined by Treasury, and : o Demand Letter repaid/resolved
* debts that will be collected i ‘ : i — 1
under internal offset if such. | — — : -
o . : o R Offsets | _Creidit Bureau |- S
offset is sufficient to collect -Federal safary _ | reporting (ongoing)| .~ | “Death” Match
the debt within thre s ' ‘ e
e debt within three years
after the debt is first. ‘ o
. : : N " eterrhine collection action
dquucnt- _ : ‘ i through application of criteria
In addition, a specific class of debt - |- ’ T » :
may be excluded by the Secretary . 2 2 2
of the irre?isuf'yl at the rqqlésta?fan ’ c’;ﬁgZﬂzLAg::gs 5 2;2%:2? | Litigation Write-off/1099C |
executive, legislative or judici Rt - . & :
agency. Agencies are not required c o .
tO’ transfei' to EMS debts Wthh are ~* Mortgage servicing, unclaimed assets reqa\.(e.ry.‘ qpn‘,s‘blidated qredit repqrting, 1099 reporting for vendors
over 180 days delinquent undl such

time as a final agency , IIIUstratioh 26
determination regarding the debt is - ’

made or the legal bar to further
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Treasury Cross-Servicing

collection action is removed. An agency may refer non-tax debt less than 180 days delinquent to FMS, or with the
consent of EMS, to a Treasury designated debt collection center for approptiate debt collecnon acnon R

Before referrtng debt to a Debt Collection Center, the agency enters: into a letter of agreement with Treasury FMS
authorizing FMS to provide debt collection ¢ services. This agreement details the limitations and parameters
required for the compromrse settlement or termrnanon of collecnon actxon

EMS and other debt collectton centers may charge and retain fees (based on actual costs) for debt collecnon
services. Fees may be added on to the debt as an admrmstranve cost 1f authorlzed by law.” o

Treasury can authorize an agency to “cross-service”, that is, collect debts on behalf of another agency, as 4 debt
collection center. The agency must submit a proposal to Treasury which contains the documentation supporting its
request to be designated as.a debt collection center. The proposal must indicate what types‘of debts the agency
wishes to cross-service and its success at collecting its own delinquent accounts. - Some agencies; may be debt
collection centers satisfactorily “working” their own debts. However, these agencies may not want to Cross-service
for other agencies. Treasury will grant a one-year waiver to the transfer provision of the DCIA for debts which are
being collected in an agency’s own debt collection center, provided the agency submits documentatlon which
indicates the volume and type of debts being worked in the debt collection center, what percentage or proportion it

represents of the total agency volume, a descr1pt10n of the center’s use of the various debt collecnon tools, and

historical portfoho performance

'After debts are referred toa de31gnated collection center, the agency retains respons1b1hty for reportlng the debts on

the Report of Receivables Due from the Public. The agency is-also responsible for removing accounts from its
receivables when the designated collection center directs it to write-off the debt. However, at the time the debt is
referred to Treasury for cross-servicing, the agency must discontinue all serv1c1ng activities: At that time, the
designated collection center has authority to act in the Government’s best interest to service, collect compronuse
suspend or terminate collection action in accordance with existing laws under Wl'llCl‘l the debts arise and in -
accordance with the letter of agreement with the Agency :

The cross-servrcmg process cons1sts of the follovvtng

. 1dent1fy accounts selected for cross servrcmg,
* monitor accounts at the debt collectton center, and

¢ uscan agency authorrzed tO Cl‘OSS SCI’VICC

Identify Accounts Selected. This acnv1ty 1dent1ﬁes and refers accounts for cross- servrcmg based on past collectron
- history and agency servicing requrrements An automated system should: o '

* compare deltnquent loan account 1nformatlon to statutory criteria to select delinquent loan accounts for
possible referral. o

. generate nonﬁcatlon to the debtor of the agency’s 1ntent to refer the debt toa debt collectlon center.

. update the loan tnformatlon store: LR e e

* identify accounts that can no longer be serv1ced by agency personnel

Monitor Accounts Referred to the Debt Collection Center. This activity monitors and perrodtcally reevaluates
accounts referred for cross-servicing. :

* identify accounts with monetary adjustments that must be reported to the debt collection center. ‘

il
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Treasury CrUSS,-SerV-i-c,ing;

« provide adhoc reporting capability needed to momtor the accounts referred to a debt collection. center and
the amounts recovered.

* interface with the core financial system to record receipts remitted to the agency.
* apply collections received from the debt collectlon center accordmg to agency apphcanon rules

; ‘i "

» record collection fees in accordarice with agency program reqmrements

- » process agency or debt collection center refunds notify debt collcctlon center as approprrate and update the :

loan information store.

* notify debt collection center of adjustments, recalls of debt, or collections received by the  agency on the
referred debt.

* remove from the accountlng and financial records accounts that the debt collection center recommends
should be written off.

Use an Agency Authorrzed to’ Cross-Servrce. This activity determmes thc agency’s performance in collecting
debts. .

* An automated system should:

* identify the volume and type of debts serviced.

* identify the tools used by the agency to collect i its own debt. :

* provide one or more years of information on the average age of debt over 180 days.
* calculate the amount of debt collected using various collection tools.

* accrue late charges, as reqmred by referring agency.

* provide information to referring agency sufficient for the referring agency to satisfactorily complete the
Report on Receivables Due From the Public. : :

* track, by portfolio, age of debt referred, dollar and number of referrals collecnons on referred debts and
report to Treasury on a monthly basis. :

* provide information to referring agency as needed i.e., collections received.

* provide ad hoc reporting capability needed to satisfy referring agencies unique information requests such as,
length of workout agreements, percent of debt that can be comprormsed etc.

Internal Management Information Requirements

Listed below are internal management information requirements for the Treasury Cross- -Servicing function. This
information should be available to agency credit program managers and designated internal review officials on a
periodic or on an as requested basis. This list is not an all inclusive inventory of internal information requirements -

- for the Treasury Cross- Serv1c1ng function. Each agency must determine the specific management information
needs necessary to manage its credit programs based on the agency mission and applicable statutory requirements.
Agencies must maintain financial accounting mformatron at appropnate levels of summary for computational and
reporting purposes. The main levels are:

* transaction,

* loan history,
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Treasury Cross-Servicing - | _A - L

-e risk category, -

* cohort, and

T

* account

Each agency also must determme whether the mformatron should be prov1ded on hard copy reports or through
system querres o , | _ ;

I . B L R P
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Other Reporting Requirements

This chapter provides requirements for two typés of repdrtingf o
Mandatory (All requivements in this Clmpter are Jlflzmdntow) SN )

* . Transaction Hlstory, and

« External Reporting Requirements.

Transaction History

The guaranteed loan system must be capablel of prod'ucingna coniplétc transaction hiétory of eachloan.

External Reporting Requirements

Agencies’ guaranteed loan systems must be capable of supporting the external reporting requirements of OMB and
Treasury, including those associated with the Federal Credit Reform Act (FCRA) of 1990 and the CFO Act of
1990. These external reports rely on supplemental financial data resident in the guaranteed loan system, although
they are generated from the general ledger. Appendix C contains a listing of some of the major summary level
reports that must be accommodated. Others are identified in the JEMIP Core Financial System Requirements
document; in a variety of governmentwide and agency specific regulations; and the reporting area is in a

continuous state of change, which means that other reports may be identified, v1rtua11y at any pomt in time by an
authoritative body. : .

Other system outputs are described in the functional requirements chapters of this document. Examples are:
letters and invoices to lenders and borrowers, SF-1151s and SF-1080%s used in Treasury borrowing, Trcasury

Report on Receivables (TROR) and dehnquent debt information sent to credit bureaus, collection agencies, and
the DOJ.

B
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Records Retention

Wndatmy (All requivements in this Chapter are Mandatory) -

All records created within the Federal government may be desn'oyed only with the approval of the National
Archives and Records Administration (NARA), per 36 CFR 1228. For questions rcgardmg the dlsposmon of
Federal records, please contact:

-National Archives and Records Administration
7th Street and Pennnsylvania Avenue NW
Washingron, DC 20408

The telephone number for the Life Cycle Management Division is 301/713-7110.

-
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Debt Collection Act of 1982 (as amended).. The Debt Collectlon Act prescrrbes the polrcres and procedures for
executive agencies in Federal debt collection activities. AL , B :

Debt Collection. Improvement Act of 1996. The Debt Collection Act.of 1996 provided several new tools to
help Federal agencies collect‘delinquent non-tax debt.- It centralized many debt collection operations within the
Treasury’s Financial Management: Service (FMS) and created a Treasury Offset Program enabhng FMS to offset .
Federal debts by ‘Rmthholdmg” payments to delmquent debtors. In addmon the Act: - ’ , o

. requ1red agenc1es to obtam taxpayer 1dent1fymg numbers e
* barred agenciés from g g1v1ng financial assistance to those already delinquent on Government debt.

+* allowed agengcies to estabhsh procedures for garmshmg non-Federal Wages to recover dellnquent debts not in
. repayment status. - : I At .

. requlred agencies to u'ansfer debts over 180 days delmquent to the Treasury for collecuon unless the debts
areina specrﬁed exempt status

e requlred Treasury to-take actlon to collect referred debts mcludmg referral to another collectlon center, to :
private collection agencres or DOJ. . T i, e R , :

. allowed agencres to retain fees charged for serv1ces from collecuon and to, retam a portlon of collectlons for
nnprovmg ‘debt collectlon acttvxtles ‘ s '

. requlred agenc1es to provrde debtors all due process rrghts mcludmg the ab111ty to verrfy, challenge and
compromise clarms encouraged agencies, when approprlate to sell delmquent debt.

. 'requxred agencies to subrmt debts for offset. - T A L

. s1mpl1ﬁed salary offset processes by formally estabhshmg an mteragency consortium and allowmg agencres to
make routine adjustments to pay, without using salary offset procedures

. mandated electromc funds transfer T

Ch1ef Fmancral Ofﬁcers Act of 1990 (CFO Act) The CFO Act: prov1des new tools to 1mprove the management
of the Federal Govertinent It establishes Chief Financial Officers in-23 major executive agencies s well as a new ¢
Deputy Director for Management and a Controller in the Office of Management and Budget. The CFO Act
reinforces the need for and development of Fedetal accounting standards; supports integration and modermzatton
of the Government’s ﬂnanc1al systems and requlres ‘the preparatlon of annual audlted ﬁnanc1al statements.

Government Management Reform Act (GMRA) of 1994/Federal Fmancral Management Act (FFMA) of
1994 The GMRA ‘expands the CFO Actand the FMFIA, Title IV of the GMRA, known as The Federal -
Financial Management Act, contiins the financial management provisions.' The FEMA requires the Treasury
Department to preparé each year a Government-wide, consolidated financial statement that the Comptroller
General then audits. Pursuant to the GMRA, several agencies participated in a pilot program in which they issue
accountability reports, consolidating their reporting under several statutes, including the CFO, Federal Managers’
Financial Integrity (FMFIA), GPR, Prompt Payment, and Debt Collectron Acts. The accountability reports
include program : 4nd financial information; such as the audited financial statements and performance measures = '+
‘reflectinig performance in 7eet1ng key agency goals,-as well as the Government Performance and Results-Act of -
1993 (GPRA). The GPRA requires agencies to develop strategic plans, set performance goals, and report annually
on actual performance compared to goals :

Federal Credlt Reform Act of 1990. The Federal Credlt Reform Act prescrrbes pol1c1es and requirements to -
achieve four objectives: - to measure more accurately the costs of Federal credit programs; to place the cost of credit
programs on a budgetary basis equivalent to other Federal spendmg, to encourage the delivery of benefits in the
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form most appropriate to the/needs of beneficiaries; and to:improve the allocatxon of resources among credlt Bl
programs and between credit and other spending programs.. . .- L : :

Federal Managers® Financial Integrity Act (1982).The EMFIA requires that all executive: agenc1es implement,
maintain, and report on internal accounting and administrative controls. - These controls must provide : reasonable
assurarices that (1) obligations and costs comply with apphcable law;.(ii). funds; property, and other assets are -
safeguarded against waste, loss, unauthorized use, or misappropriation; and (iii) revenues and expenditures are -
properly recorded and accounted for. -Agency heads must annually evaluate and report on the control and financial
systems that protect the integrity-of Federal prograins.’ The FMFIA encompasses program operatlonal and
admrnrstranve areas as Wellas accountmg and ﬁnancral management TIPS B L ;;_,, Lt

OMB Clrcular A-11 Preparatron and Subrmssron of Budget Estlmates (updated annually) Clrcular A~11
sets forth the policies and procedures for preparation and submission of agency budget estimates to the Oﬁ‘ice of
Management and Budget.

OMB Circular A-34 - Instructions on Budget Execution. Credit Apportronment and Budget Executlon
(October 1991). Circular A-34, séts forth the requirements for apportronment and budget execunon for all
guarantee loan programs covered by the Federal Credit Reform Act of 1990 :

OMB Circular A- 123, Internal Control Systems (Iune 1995) Crrcular A—123 prescrrbes pohcres and
procedures to be followed by executive departments and agencies in establishing, marntarmng, and reportrng on the
internal controls in their program and admmlstranve actmnes .

OMB Circular A-127, Financial Management Systems (]uly 1993) Crrcular A-127 sets forth pohc1es for
financial management systems development, operatlons and evaluation. The cxrcular estabhshes specrﬁc ob]ectlves
related to financial management and accountlng ' S

- OMB Circular A-129, Policies for Federal Credit Programs and Non-Tax Recelvables (]anuary 1993)
Circular A-129 prescnbes policies and procedures for justifying, designing, and managing Federal credit programs
and for collecting non-tax recejvables. The circular discusses principles for designing.credit programs, including the.
preparation and review of legislation and regulatrons budgeting for the costs of credit programs and minimizing
unintended costs to the Government; and i improving the efficiency and effectiveness of Federal credit programs, It
also sets standards for extendmg credrt servicing credit and non-tax receivables, and collectmg dehnquent debt.

OMB Circular A-130 Transmittal Memorandum 3 Management of Federal Informatlon Resources
(February 1996). Circular A-130 establishes policies and procedures to be followed by executive departments and
agencies in managing information, information systems, and. information technology. The February 1996 revision
of the Circular contains updated gmdance in the “Security of Federal Automated Information Resources,” \
Appendrx 1T, and makes minor technical revisions to reflect the Paperwork. Reduction Act of 1995.

OMB Clrcular A-134 Fmancral Accountrng Prmc1ples and Standards (May 1993) “This Circular establishes
the policies and procedures for approving and publishing financial accounting principles and standards. It also.
establishes the procedures for OMB review of FASAB statements of accounting principles, standards, or concepts,

- If such a FASAB recommendation is agreed to by the Director of OMB, the Secretary of the Treasury, and.the - -
Comptroller General the Director of OMB issues a Statement of Federal Financial Accounting Standards (SEFAS).

OMB Bulletin 97-01 (October 1996), and successor bulletins, Form and Content of Agency Fmancral
Statements. This Bulletin defines the form and content of the financial statements of the executive agencies. It
incorporates the concepts and standards contained in the Statements of Federal Financial Accounting Concepts . .
(SFFACs) and Statements of Federal Financial Accounting Standards (SFFASs) recommended by the Federal
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Accountmg Standards Advisory Board (FASAB) and approved as of October 1996. Th1s Bulletm explalns the
financial accounting of “Direct Loans and Loan Guarantees, Non-Federal Borrowers.” ‘ o

OMB Bulletin 98-08 (August1998), Audits of Federal Financial Statements. This Bulletin establishes
minimum requirements for audits of Federal financial statements. The Bullcnn s. requn'ements unplement the audlt
prov131ons of the CFO Act the GMRA and the FFMIA i P

Statement of Federal Fmanc1al Accountmg Standards Number 2 Accountmf for D1rect Loans and Loan
Guarantees. The Statement provides accounting standards for Federal direct loans and loan guarantees: The
standards require that direct loans obligated and:loan guarantees committed after September 30, 1991, be .-

accounted for on a present value basis. The use of the present value account_mg method is cons1stent w1th the mtent '

of the Federal Credlt Reform Act of 1990 Pl e ._‘,»w
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Appendix B: Glossary

Requirements

Servicer

- existing systems in opcratlon and new systcms planned or undcr dcvclopment
o | anue—udded Valuc added reqmremcnts descnbe featurcs or charactensucs and may consist of any
~ business practices, or.(3) meeting the special management needs of an individual agency. Value-added,

- . should consider value added features when judging systems options. The need for thesc value-added
- features in. agcncy systems is left to the discretion of each agency head... . : y

A financial institution, private service provider, corporanon government cross- scrwcmg organization or

JEMIP systems requirements are either mandatory or value added. The definitions of these two éategoﬁcs

are:

thdatozy Mandatory requlrcmcnts dcscnbc what the system must do and cons1sts of the minimum

“‘acceptable functlonahty necessary to establish a system, or are based on Féderal laws and regulations.

Mandatory requirements are those against which agency heads evaluate their systems to determine -
substgannal compliance with systems requirements under the FEMIA. These requirements apply to

combination of the following: (1) -using state of the art technology, (2) employing the preferred or bests

optional and other similar terminology may be used to describe this category of i requirements. Agencies

other orgamzatlon that provides services in support of grants managemcnt programs or systems.

Guaranteed:  Loan SystemReguirements ' ) _ 69

o s sz i ey s 2




Appendix C:

Examples of External Reporting ’Requ_iremfents-,;;

Title - Title Purpose - Level . _ : .Fre__qucnc'y_m Guideline
Apportionment / Requést for and - t‘;“ E T R ome
and status of | Appropriation/Fund. | Initial/As -~ | .7
o SF-132 o o ' : - Circular
Reapportionment .| apportionments and |-Account . ... .. . |.required: .. -
g . o A-34 .
Schedule reapportionments o
Report on Budget | o 54, | Uutilizationand. | Appropriation/Fund . - |- Monthly/ -
. . 1 SF-133 . g N B  Circular
Execution U | status of budget ~ |Account |'Final . A34
) ' resources. - 1. - .
Electronic , o
| Reporting™ | e
, , replacement Report daFa for - .
Federal Agencies, of - | consolidation from ‘ = | _ -
Centralized - FACTS into the Appropriation/Fund [ Quarterly/ - | 1 TEM
Trial-Balance SF '220 U.S. Government . | Group Annually 2-4000
System (FACTS) |SF-220-1 Consolidated ‘ : : '
: SF-222 Financial Statement |’
SF-223
- | Federal Agencies;.
Federal Agencies; Electranc ' Cc.ntral:ed “
Centralized Reporting | Trial-Balance | : ‘
Trial-Balance replacement | System (FACTSII) | Appropriation/Fund | Quarterly/ . [1TFM
of SF-133 | into the U.S. Group Annually - | 2-4000
System (FACTS i o R , ‘ .
0 and Government -
) TFS-2108 | Consolidated -
Financial Statement
, Provides . 1
Treasury Report TROR. information for Supporting form for Quarterly/ 1 TEM
on Receivables ) monitoring status of | SF-220 | Annually 2-4000
guaranteed loans
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- Joint Financial Mzmagemmt Impmvement Program Steering

Committee
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~ 'Thomas R. Bloom'

General Services Administration’

Norwood (Woody) Jackson
Office of Management and Budget

Sheila Conley '
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Karen Cleary Alderman .
Executive Dlrector ]FMIP = ‘
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Systems Accountant
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" Office of Management and Budget
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Requests for Publications

JEMIP documents may be accessed electronically on FinanceNet Internet site:
http://www.financenet.gov/fed/jfmip/jfmip.htm

The JEMIP uses the General Accounting Office's Document Distribution Center to fulfill
publication requests which are made after mail list distribution. The first copy of each
publication requested is free. Additional copies are $2 each. Orders for 100 or more copies
to be mailed to a single address are discounted 25%. Orders should be sent to the

following address accompanied by a check or money order made out to the Superintendent
of Documents, when necessary.

Orders by mail:

U.S. General Accounting Office
PO Box 37050

Washington, DC 20013

Orders may also be placed by calling 202/512-6000, by fax 202/512-6061 or TDD
202/512-2537.
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